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To  the  frequently  tenuous  endeavor  known  as  marketing,  Unica  provides  a  previously  unattainable 
level  of  surety.  In  a  word,  Affinium  Enterprise  Marketing  Management  (EMM)  software  allows  you 
to  be,  well,  certain.  Certain  when  it  comes  to  targeting  only  those  customers  that  care  about  your 
product.  Certain  when  you're  measuring  the  response  rates  of  campaigns.  Certain  when  you  need 
to  know  all  your  marketing  programs  are  on  budget,  on  schedule  and  on  target.  And  certain  when 
it  comes  to  the  next  frontier  of  aligning  your  entire  organization  into  a  customer-centric  enterprise. 

For  your  complimentary  copy  of  Forrester's  report,  "The  Marketing  Technology  Backbone",  log 
onto  www.unica.com/cmo,  or  call  1-877-864-2261  x331. 
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Instant  Quiz 


Your  marketing  manager  is 


U  conducting  a  live  web  seminar 
U  presenting  online,  on-demand 
□  making  Sales  very,  very  happy 
Sf  all  of  the  above 


Submit 


. 


Macromedia5  Breeze  web  communications  bring  your  message  to 
life,  so  you  can  generate  more  quality  leads.  Rich  multimedia  content  enables 
your  marketing  team  to  always  put  its  best  foot  forward-live  and  on-demand.  And  fuss-free 
access  through  any  web  browser  makes  it  easy  to  get  in  front  of  more  high-quality  leads, 
more  often.  See  for  yourself  how  Breeze  web  communications  really  speak  to  people. 


Go  to  www.macromedia.com/cmoj 
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We  know 

21%  of  you  read  at  least  20 
magazines  regularly. 

30%  read  magazines  out 
of  curiosity. 

And  17%  would  have  preferred 
reading  this  in  an  e-mail. 
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increase  the  return  on  your  marketing  investment  across  multiple  media  channels  worldwide.  By  connecting 
trends  and  tendencies  in  customer  preferences  and  behavior  to  your  products  and  campaigns,  we  can  show 
you  the  most  profitable  prospects  and  customers  to  target  —  as  well  as  how,  where  and  when  to  best  reach 
them.  And  for  the  83%  of  you  we  know  are  still  reading  this,  find  out  how  Experian  can  help  grow  your 
business  at  www.experianmarketingservices.com. 
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AWESOME  JOB  on  the  story  about  Jim  Sten¬ 
gel  and  the  new  approach  to  marketing  at 
P&G  ("Inside  the  Box,"  September).  Inno¬ 
vative,  risk-taking,  but  such  a  simple  phi¬ 
losophy:  How  is  the  consumer  using  our 
product?  You  may  have  just  written  about 
what  will  become  a  major  shift  in  market¬ 
ing  by  consumer-goods  companies. 

Ed  Kalail 

National  Sales  Representative 

Akron  Beacon  Journal 


WHILE  MUCH  HAS  BEEN  WRITTEN  about 
P&G  and  the  significant  change  it  has 
undertaken,  there  are  still  powerful  les¬ 
sons  to  be  applied.  Many  organizations 
have  not  challenged  basic  old  assump¬ 
tions  about  how  they  "go  to  market." 
There  is  still  much  to  be  learned  from 
the  radical  change  that  P&G  went 
through. 

Peter  McNally 
Managing  Director 
CMO  Partners 

Family  Feud 

ADVERTISING  AND  MEDIA  relations  execu 
tives  are  threatened  by  one  another 
("Face  Off,"  August).  Media  relations  pro¬ 
fessionals  often  position  their  services  as 
"free  advertising";  advertising  profession¬ 
als  espouse  the  certainty  of  placement 
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Breakthrough  Insight 

Last  month's  profile  of  CMO  Jim  Stengel  and  his  campaign  to  reinvent 
marketing  at  Procter  &  Gamble  resonated  with  insight  for  readers; 
August's  look  at  why  advertising  and  public  relations  can't  get  along 
drew  a  volley  of  opposing  views  on  the  problem. 


and  messaging.  Fact  is,  both  disciplines 
are  important  to  the  marketing  mix  and, 
regrettably,  corporate  marketing  execu¬ 
tives  must  referee  the  feud. 

Mark  Levit 

Managing  Partner 

Pa  rtn  ers&Levi  tAd  ve  rtis  ing 

WHY  DOES  IT  HAVE  to  be  adversarial?  Pub¬ 
lic  relations  and  advertising  combine  in 
any  successful  integrated  campaign.  The 
comment  about  PR  people  not  knowing 
much  about  marketing  is  way  off.  I'm  a 
former  journalist  and  president  of  our 
local  Public  Relations  Society  of  America. 
There  are  plenty  of  PR  professionals  who 
can  go  head  to  head  with  any  of  the  mar¬ 
keting  folks. 

Paul  Daniel 
Marketing  Director 
Laacke  &  Joys 

AT  A  COMPANY  where  I  worked,  we 
assigned  the  PR  function  to  handle 
corporate  publicity,  such  as  financial 
and  personnel  announcements,  and  set 
up  a  function  called  marketing  PR  within 
the  marketing  communications  and  cor¬ 
porate  advertising  operation.  To  run  it, 
we  brought  in-house  a  publicist  who'd 
worked  on  our  account  at  an  outside  mar¬ 
keting  PR  agency.  It  worked  perfectly. 
Most  people  in  corporate  PR  neither 
know  much  about  marketing  nor  have 
the  necessary  connections  with  trade 
media,  making  it  difficult  for  them  to 
perform  the  marketing  PR  function  even 


if  they  wanted  to. 

And  coming  from  a  journalism  back¬ 
ground,  they  often  don't. 

Robert  Lauterborn 

James  L.  Knight  Professor  of  Advertising 

University  of  North  Carolina  at  Chapel  Hill 


Correction  In  the  September  issue,  James 
Judge,  the  managing  director  of  Cambridge 
Consulting  Solutions,  was  misidentified  in  a 
feature  story  ("The  Perfect  Brainstorm"). 
CMO  regrets  the  error. 
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about  IDG  International  Data  Group  (IDG),  the  leading 
global  provider  of  IT  media,  research,  conferences  and 
events,  informs  more  people  about  technology  than  any 
other  company  in  the  world.  Offering  the  widest  range  of 
media  options,  IDG  reaches  more  than  120  million  technol¬ 
ogy  buyers  in  85  countries  representing  95  percent  of 
worldwide  IT  spending.  IDG  publishes  more  than  300 
newspapers  and  magazines  in  85  countries,  led  by  the 
Computerworld,  Intoworld,  Macworld.  Network  World,  PC 
World  and  CIO  global  product  lines.  IDG  offers  online  users 
the  largest  network  of  technology-specific  sites  around  the 
world  through  IDG.net  ( www.idg.net ),  a  gateway  to  IDG's 
330  websites  powered  by  more  than  2,000  journalists 
reporting  from  every  continent  in  the  world.  IDG  also  pro¬ 
duces  168  technology-related  conferences  and  events,  and 
research  company  IDC  provides  global  market  intelligence, 
analysis  and  forecasts  in  43  countries. 
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If  you  want  to  be  smarter  about  your  company,  your  competitors  and  your  market,  talk  to  Biz360.  Our 
flagship  market  intelligence  solution,  Market360,  continuously  analyzes  global  news,  and  information  from 
print,  broadcast  and  online  sources  to  measure  your  marketing  effectiveness  and  find  the  issues  that  are 
important  to  you.  The  result  is  real-time  insight  you  and  every  other  decision  maker  in  your  company 
can  use  to  help  make  your  company  more  strategic,  more  competitive  and  more  profitable. 


Let  us  show  you  why  business  decision  makers  rely  on  the  real-time  insight  they  get 
from  Biz360.  Call  us  at  866.424.9360,  or  visit  www.biz360.com/cmomag. 
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from  the  editor 


Mirror,  Mirror 


ITYTHE  POOR  CM  0,  he  of  the  23-month  tenure.  The  latest  results  from 
Spencer  Stuart's  tenure  survey  are  in  (see  "Baby  Steps/'  Page  11),  and  nothing 
much  has  changed  from  a  year  ago:  CMOs  at  the  100  consumer  companies  sur¬ 
veyed  remained  in  their  jobs,  on  average,  for  just  under  two  years.  Forty  percent 
of  those  companies  changed  their  marketing  chiefs  during  the  past  12  months. 


Conventional  wisdom  tends  to  finger 
senior  management  as  the  reason  the  revolv¬ 
ing  door  keeps  spinning  for  the  CMO.  The 
CEO  and  his  CFO,  in  particular,  are  putting 
extreme  pressure  on  the  CMO  to  deliver 
accountability  and  results.  They  often  assign 
unattainable  goals  for  marketing  that  setup 
the  CMO  to  fail. 

But  is  that  really  the  case?  We've  heard  a 
litany  of  rationales  for  recent  CMO  depar¬ 
tures:  the  chance  to  run  a  business,  a  jump  to 
a  more  vibrant  industry,  even  a  shorter  com¬ 
mute.  Maybe  it's  the  art  of  the  spin,  but  none 
of  these  strike  me  as  desperate  moves  by 
CMOs  who  are  withering  under  the  white- 
hot  spotlight  of  high  expectations. 

Obviously,  there  are  other  forces  at  work. 
Most  of  the  CMOs  I've  met  over  the  past  year 
are  extremely  big  thinkers.  Most  claim,  on 
the  record  at  least,  to  embrace  the  modern- 
day  corporation's  emphasis  on  ROI.  But  I 
sense  that  behind  closed  doors,  many  of  them 


chafe  at  the  CFO  or  CEO's  narrow-minded 
focus  on  accountability.  Many  no  doubt  get 
antsy  if  their  big  ideas  aren't  immediately 
embraced. 

At  the  same  time,  as  the  CMO  profile  rises 
inside  many  organizations,  so  do  the  outside 
opportunities.  There  is  no  shortage  of  ambi¬ 
tious  CMOs  who  use  their  current  role  as  a 
springboard  to  the  next,  more  lucrative  stop. 
And  they're  likely  to  repeat  the  process  a  year 
or  two  later. 

Perhaps  the  CMO  always  feels  that  she 
can  do  better,  if  only  she  had  sufficient 
authority  and  resources  to  execute.  Maybe 
that  explains  why  more  CMOs  are  moving 
out  of  marketing  to  run  business  units  or 
their  own  companies.  Perhaps  they  believe 
that  to  be  a  true  change  agent,  they  must 
move  out  of  the  CMO's  office. 

Whatever  the  cause,  pardon  me  if  I  don't 
feel  a  lot  of  sympathy  for  the  short-tenured 
marketing  chief.  Don't  get  me  wrong:  Your 


role  is  extremely  challenging.  But  enough 
whining  about  job  security.  Look  in  the 
mirror.  No  more  rants  about  the  importance 
of  marketing's  contribution  to  sustainable, 
long-term  revenue  growth  if  you're  not  pre¬ 
pared  to  follow  through.  It's  hard  to  execute 
on  a  three-year  plan  when  you  end  your  shift 
after  23  months. 


ROB  O'REGAN,  EDITOR  IN  CHIEF 

roregan@cxo.com 
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Gene  Hackman  Jerry  Stiller  Tobey  Maguire  Hilary  Duff  Ray  Romano  Jennifer  Gari 
David  Duchovny  Jennifer  Aniston  James  Gandolfini  Jack  Nicholson  Kate  Hudson 


In  a  television  advertising  environment  challenged 
by  fragmented  viewer  habits  and  DVR  commercial 
zapping,  embedded  advertising  is  an  integral  part  of 
any  comprehensive  media  mix. 

A  leader  in  the  industry,  HERO  Product  Placement 
has  garnered  uncountable  impressions  for 
respected  brands  from  the  Financial  Times  to 
RE/MAX  to  Panda  Express. 

No  matter  what  your  product  or  service,  HERO  can 
craft  an  integrated  advertising  solution  tailored  to 
your  needs. 

Visit  HERO’S  website,  or  give  us  a  call.  Let  us  share 
our  valuable  insights  into  this  burgeoning  medium. 


HERO  Product  Placement,  Inc. 
www.heropp.com  -  818-764-7414 


“Product  Placement  with 
a  Conscious!”-  LA  Times 


Brand  Integration  -  Product  Placement  -  Promotions 


Empower  yourself  with 
great  business-to-business 
marketing  tools.  Answer  your 
business-to-business  marketing 
questions  with  effective  solutions 
from  Claritas.  Our  comprehensive 
business  data  and  robust  software, 
Claritas  BusinessPoint™,  help  you 
know  your  audience  so  you  can 
tailor  your  marketing  programs 
to  them.  Depth  of  knowledge 
gives  you  the  leverage  you  need 
to  reach  and  retain  your  most 
profitable  customers  and  prospects. 

And,  through  our  special  analytics 
company,  Integras,  you  can  create 
a  business-to-business  solution  that 
is  specific  to  your  company — the 
ultimate  in  precision  marketing! 

Find  out  more  about  our 
solutions  and  try  them  out 
FREE!  Call  866-613-6631  or  visit 
www.claritasmarketing.com/cmo 
for  details. 


‘BusinessPoint  is  awesome 
— we've  been  struggling 
to  get  a  list  with  streets 
as  the  boundary.  So  I  drew 
a  polygon,  set  the  filters, 
and  voila.  Very  impressive ” 

Brian  Forster,  Systems  Analyst,  XL-Marketing 


CLARITAS 

Adding  Intelligence  to  Information 


Really 

Know 

Your  Business 


M*.-  ' 


PHOTO  BY  VISUAL  SYMBOLS 


DID 


9. 


THAT 


EDITED  BY  ELAINE  M.  CUMMINGS 


CMO  TENURE 

Baby  Steps 

Look  out!  If  current  trends  con¬ 
tinue,  the  tenure  of  a  typical  CMO 
may  soon  outlast  the  gestation 
period  for  an  elephant.  According 
to  new  research  by  executive 
search  firm  Spencer  Stuart,  the 
average  CMO  tenure  at  business- 
to-consumer  companies  has  gone 
up  by  nearly  a  full  month — from 
22.9  months  a  year  ago  to  a  whop¬ 
ping  23.7  months.  (For  the  record, 
elephant  moms  carry  their  kids  for 
two  years  before  giving  birth.) 

The  research  examined  the  time  in  office  for 
the  top  marketing  officers  at  100  companies.  The 
highest  turnover  was  seen  among  CMOs  at  indus¬ 
trial  companies,  who  averaged  just  12  months  in  the 
job.  On  the  other  hand,  if  you're  looking  for 
longevity,  consider  a  career  in  the  financial  services 
industry,  where  tenure  is  40  months. 

"I  must  say,  we  were  a  bit  surprised  by  the  23- 
month  tenure  across  these  top  consumer  companies," 
says  Greg  Welch,  head  of  Spencer  Stuart's  marketing  officer  practice. 
"To  think  that40outofl00of  these  executives  have  been  in  the  chair 
for  less  than  a  year  is  truly  remarkable." 

Of  all  the  C-suite  level  positions  at  the  companies  surveyed,  CMOs 
ha  ve  by  far  the  briefest  tenure.  One  reason:  Some  marketing  chiefs  are 
too  one-dimensional,  says  Arun  Sinha,  CMO  at  Pitney  Bowes.  Sinha 
says  most  CMOs  are  excessively  focused  on  the  external  part  of  the 
job.  "CMOs  have  to  think  from  a  long-term  standpoint  about  how  they 
are  establishing  the  business,"  he  says.  "It's  not  just  doing  advertising, 
but  helpinggrow  the  business." 

Sinha  says  other  Cdevel  executives  tend  to  be  much  better  at  prov¬ 


ing  their  ROI,  both  internally  and  externally.  The  CIO,  for  example,  is 
unlikely  to  get  any  IT  project  approved  without  a  definite  ROI  analy¬ 
sis.  "And  there's  your  shareholder  value,"  says  Sinha.  "And  every  sin¬ 
gle  IT  project  is  approved  only  after  looking  at  how  it  is  going  to  affect 
customers  and  employees.  So  they  tend  to  be  a  lot  more  involved  with 
every  aspect  of  that  than  the  CMO." 

That's  right  in  line  with  the  thinking  of  Welch.  While  everyone 
knows  it  is  essential  to  have  great  relations  with  the  CEO,  "CMOs  need 
to  be  better  connected  across  the  entire  enterprise,"  he  says.  Do  that 
and  maybe  you  won't  have  another  trait  in  common  with  the  elephant: 
Aplace  on  the  endangered  species  list.  - Constantine  von  Hoffman 
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MMOVATIVE  BUSINESS  MODELS 


Why  one 
company 
promises  not 
to  innovate 


If  there's  a  universal  watchword  marketers  rely  on  to  get 

consumers  to  buy  their  products,  it's  innovation.  Whether  talk¬ 
ing  about  cars,  computers  or  even  disposable  diapers,  marketers 
are  quick  to  slap  a  "new  and  improved"  label  on  their  products, 
confident  that  consumers  will  be  swayed  by  the  idea  of  snap¬ 
ping  up  the  latest  and  greatest. 

To  market  a  new  line  of  running  shoes,  Mike  St.  Laurent  is 
talcing  a  decidedly  different  approach.  St.  Laurent  is  the  CEO  of 
Loco  Sports,  a  startup  that 

designs  and  sells  only  four  mod-  IBf HI.  1 

els  of  running  shoes  ranging  in 
price  from  $59  to  $85.  To  stake 
out  a  space  in  the  $  16  billion  run¬ 
ning-shoe  market,  he's  pushing 
a  message  of  consistency  rather 
than  innovation. 

Loco's  promise  to  consumers: 

Every  model  of  its  shoes  will  be 
available  for  five  years  follow¬ 
ing  its  introduction.  The  pledge 
came  about  after  doing  market 
research  among  serious  run¬ 
ners,  whose  biggest  beef  was 
that  once  they  got  used  to  a  pair 
of  shoes,  the  manufacturer 
invariably  messed  with  it  by 
introducing  new  technology  or, 
worse,  discontinuing  it  entirely. 

'We  had  to  draw  a  line  some¬ 


where,"  St.  Laurent  says,  "and  in 
five  years,  technology  is  not  going 
to  improve  to  the  point  where  it 
will  make  anyone  run  better." 

With  only  three  employees, 
marketing  at  Loco  is  a  grassroots 
effort.  To  get  the  word  out,  St. 
Laurent  packs  up  a  minivan  with 
200  pairs  of  shoes  and  travels  to 
races  where  he  happily  lets  run¬ 
ners  take  them  out  for  a  spin 
before  buying. 

With  revenues  of  $250,000 — 
just  a  sliver  of  the  U.S.  market — 
St.  Laurent  admits  sales  are 
well  below  the  millions  he  antici¬ 
pated.  Over  this  coming  year,  he 
expects  revenues  to  double,  and 
he  brought  in  some  marketing 
interns  this  summer  to  help  out. 
But  long  term,  he  doesn't  want 
Loco  to  be  the  next  Nike.  Instead, 
he'd  rather  model  the  company 
after  New  England  neighbors 
Stonyfield  Farm  and  Ben  & 
Jerry's,  companies  known  as 
much  for  their  social  principles  as 
their  products.  -Megan  Santosus 


A  New  Pair  of  Shoemakers 

Adidas's  bid  to  acquire  Reebok  international  for  $3.8  billion 
will  help  the  blended  company  gain  a  foothold  in  the  national 
market  and  tap  into  the  strong  U.S.  influence  on  expanding 
European  and  Asian  markets. 

When  Adidas  passed  on  the  opportunity  to  sign  Michael  Jor¬ 
dan  for  a  celebrity  endorsement  back  in  1984,  Nike  stepped  in 
to  give  Jordan  a  $2.5  million  contract,  and  with  it,  won  the 
hearts— and  feet— of  more  than  a  third  of  the  U.S.  market  for 
athletic  shoes.  Ever  since,  Adidas  has  been  playing  catch-up. 
While  the  Adidas  brand  focused  more  on  pure  athletic  technol¬ 
ogy,  Nike's  Air  Jordans  became  the  hot,  must-have  sneaker.  As 
a  result,  Nike  holds  the  lead  position  in  the  battle  for  market 
share,  boasting  36  percent  of  the  $1 6  billion  U.S.  market,  com¬ 
pared  with  Adidas's  and  Reebok's  combined  20  percent. 

-Elaine  M.  Cummings 


Failure 
is  an 
Ootion 


Three  steps  to  failing 
successfully 

It's  amazing,  really.  As  marketers,  we 
spend  millions  on  an  introduction  but 
won't  spend  the  few  thousand  dollars 
to  gather  the  forensic  data  to  improve 
future  projects.  Now,  with  a  little  help 
from  your  friends,  you  can  analyze 
each  idea  by  following  these  steps: 

Find  Your  Weakest  Link 

1  Chart  your  current  projects  to 
see  where  you  fail  most  often. 
Take  1 0  to  1 00  of  your  past 
new  products  and  analyze  the  key  fac¬ 
tors  that  drive  volume.  Use  Deming's 
Quality  Control  Charting  along  with 
Monte-Carlo  Simulations  of  the  Fourt- 
Woodlock  model  to  identify  your 
weakest  link.  (If  you  don't  understand 
all  that,  don't  worry.  Your  IT  geeks  will.) 


Take  Your  Staff's  Temperature 

2  Measure  your  staff's  opti¬ 
mism,  courage  and  under¬ 
standing  of  yourvision.  Do 
your  departments  have  a  common 
vision  they're  all  pushing  toward,  or 
are  they  pulling  in  separate  directions 
because  they  don't  understand  where 
the  brand  wants  to  be  in  five  years? 


Fail  Fast,  Fail  Cheap 

3  Dramatic  improvement 

requires  dramatic  change. 
Change  sparks  stress.  To 
reduce  that  stress,  use  low-cost  proto¬ 
typing  systems  (vending  machines, 
health  clubs  stores  or  college  cam¬ 
puses)  to  make  the  unknown  known. 
When  the  cost  of  failure  is  reduced, 
you'll  be  more  likely  to  test  and  try 
bold  ideas.  -Doug  Hall 
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YOU’RE  ACCOUNTABLE  FOR  BRAND  REPUTATION. 


YOU’RE  ACCOUNTABLE  FOR  OUT-MARKETING  YOUR  COMPETITION. 


YOU'RE  ACCOUNTABLE  FOR  BUSINESS  RESULTS. 


IN  CASE  YOU  MISSED  IT,  YOU’RE  ACCOUNTABLE. 


Do  you  have  the  very  best  tools  to  track  and  manage  brand  reputation  and  competitive  ad  activity 
in  today’s  “age  of  accountability?”  With  VMS  Integrated  Media  Intelligence  solutions,  that’s  precisely 
what  you  get.  The  most  comprehensive  tracking  and  analysis  across  all  media  —  including  coverage 
in  near-real-time  from  all  210  U.S.  broadcast  markets.  Plus  immediate  access  to  editorial  and  ad 
content  via  industry-leading  Web-based  monitoring  and  management  solutions.  That’s  big-picture 
accountability.  That’s  the  advantage  of  VMS.  To  know  better,  call  now.  1 .800.VMS.2002.  Or  go 
online  to  www.vmsinfo.com 


•  •  •  # 

vms 


KNOW  BETTER. 


©2005  VMS.  All  rights  reserved. 


Business  is  a  contest  with  winners  and  losers.  You  do  not  just  serve  customers,  you  act  preemptively  to  steal 
them  from  competitors  before  competitors  do  the  same  to  you. 


Broadcast 
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internet 


Broadcast 


SOURCE:  Cymfony 
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Have  You  No 
Decency? 


You  might  think  the  whole  indecency 

kerfuffle  started  with  Janet  Jackson's  infa¬ 
mous  "wardrobe  malfunction"  during  the  half¬ 
time  show  at  the  2004  Super  Bowl.  But  her 
exposure  merely  fanned  the  flames  of  a  fire 
that  ignited  at  the  2003  Golden  Globe  Awards, 
during  which  U2  front  man  Bono  uttered  one 
of  the  Seven  Dirty  Words.  Since  then,  the  quest 
for  clean  air  has  become  an  easy  political  issue 
for  red-  and  blue-state  politicians  alike. 

Although  it's  nice  to  see  Republicans  and 
Democrats  agreeing  on  something,  their 
actions  could  have  major  implications  for  your 
next  campaign.  According  to  Dan  Jaffe,  execu¬ 
tive  vice  president 
for  government  rela¬ 
tions  for  the  Associa¬ 
tion  of  National 


Advertisers  (ANA), 
marketers  can 


expect  a  lot  less  lati¬ 
tude  over  what  spots 
networks  are  willing 
to  run.  And  it's  no 


wonder:  In  2004,  the 
FCC  issued  fines  to 


broadcasters  total¬ 
ing  nearly  $8  mil¬ 
lion.  That's  almost 


four  times  the 


amount  it  levied  during  the  previous  10  years. 
Combined. 


And  if  Congress  has  anything  to  say  about  it, 
those  numbers  could  get  higher.  "Odds  are 
we'll  be  seeing  substantially  increased  fines," 
says  Jaffe.  "We're  talking  about  individual  fines 
changing  from  tens  of  thousands  to  hundreds 
of  thousands  of  dollars." 


Of  course,  the  regulations  apply  specifically 
to  the  networks.  According  to  Joseph  Lewczak, 
a  partner  at  the  law  firm  Davis  &  Gilbert  in 
New  York  City,  it's  unlikely  an  advertiser 
would  incur  a  fine  directly.  "But  in  a  very  real 
way  we're  already  starting  to  feel  the  effects," 
he  says.  "The  types  of  advertising  on  the  cut¬ 
ting  edge,  you're  going  to  see  a  lot  less  of  that." 

-Christopher  Caggiano 


Want. to  know  the  future  of  radio?  Start  witn  tne  mass 
media.  Add  one  shock  jock,  an  exposed  pop  star  and  an  FCC 
chairmanmrent  on  regulatii^ne  airwaves  exHusively  for 
G-rated  audiences.  Et  voila :  You  get  a  not-so-sweet  mix  of 
unrestrained  programming  known  as  satellite  radio. 

A  recent  study  by  Cymfony  has  found  that  Howard  Stern's  announcement  that  he  would 
leave  the  FM  airwaves  and  take  his  show  to  satellite  radio  led  to  a  surge  in  news  articles  about 
satellite  providers,  while  coverage  of  broadcast  and  Internet  radio  stagnated.  Despite  Stern's 
multimillion-dollar  deal  with  Sirius  Satellite  Radio,  the  study  purported  that  his  planned  transi¬ 
tion  also  boosted  media  exposure  for  Sirius's  main  competitor,  XM  Satellite  Radio. 

The  study's  findings  may  suggest  that  a  shift  to  satellite  could  allow  more  freedom  for 
marketers  who  feel  constrained  by  the  indecency  standards  being  imposed  by  the  FCC, 
which  has  frequently  butted  heads  with  the  self-purported  King  of  All  Media. The  anything- 
goes  Stern  announced  his  move  to  satellite  just  months  before  Kevin  Martin  (who  it  is 
rumored  wants  to  sharpen  indecency  laws)  took  over  the  commission  in  March  2005.  Stern's 
show,  set  to  air  in  2006,  will  cost  Sirius  approximately  $1 00  million  a  year,  a  figure  that  will 
cover  the  salaries  of  Stern  and  his  staff,  as  well  as  the  overhead  for  the  show's  production. 

According  to  the  study,  between  October  2004  and  March  2005,  broadcast  radio  received 
only  9  percent  in  media  coverage  and  Internet  radio  a  mere  7  percent.  Coverage  on  Sirius,  on 
the  other  hand,  dwarfed  those  numbers  with  46  percent.  While  XM  trailed  Sirius  slightly  at  38 
percent  (allegedly  for  not  signing  anyone  with  the  same  allure  as  Stern),  that  number  repre¬ 
sented  a  spike  for  the  company  in  media  attention  and  could  give  rise  to  a  marketing  mantra 


that  "any  news  is  good  news." 


-C.G.  Lynch 


Share  of  Voice 


BEFORE  HOWARD  STERN 


AFTER  HOWARD  STERN 
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The  most  innovative  vehicles.The  most  innovative  marketing. 
General  Motors  leverages  both  to  drive  record  sales  —  including 
making  Captivate  Network  a  key  component  of  their  overall 
marketing  mix.  By  placing  ads  inside  elevators  in  North  America’s 
premier  office  buildings,  GM  leverages  the  only  medium  to  reach  a  highly  desirable  audience, 
in  a  distraction-free  environment,  during  the  workday  —  when  most  purchase  decisions  are 
made.  All  with  the  kind  of  reach  and  recall  numbers  few  other  forms  of  media  can  touch. 
To  learn  more,  visit  captivate.com. 
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Successful  global  marketing  programs  have  one  element  in  common:  They  can  be  duplicated  anywhere  in 
the  world.  Your  company  should  have  the  same  positioning  and  core  values  to  replicate  throughout  the  world. 


CMO  SNAPSHOT 
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Tuned  In 


FOR  MORE  THAN  50  YEARS,  the  Hallmark 
Hall  of  Fame  was  a  beacon  of  quality  program¬ 
ming  on  network  TV.  Now,  the  four- 
year-old  Hallmark  Channel  is  trying  to 
extend  that  emotive  connection  to  the 
cable  generation.  A  tough  task  in  a  highly 
fragmented  media  world,  but  one  that  Chris 
Moseley,  Hallmark  Channel's  executive 
vice  president  and  CMO,  relishes. 


CMO:  My  cable  box  has  999  channels. 
How  do  you  compete  with  that? 

Chris  Moseleytlt's  incredibly  challenging 
l  to  break  through  to  people.  But  it's  not  a 
I  new  phenomenon.  Look  at  all  the  titles 

ft  intheconsumermagazineworld.lt 
■  comes  down  to  having  a  brand  name 
u  that's goingto  pop  out  on  an  onscreen 

\  program  guide.  The  Hallmark  brand  has 

been  in  the  TV  space  for  more  than  50 
years  because  of  the  Hallmark  Hall  of  Fame. 
A  startup  cable  network  can  spend  1 0  years 
building  a  brand  name  known  for  quality.  We 
came  out  of  the  gate  with  that. 


i  You  ve  been  very  aggressive  with  sponsor- 

L  ships.  Is  that  the  answer  to  the  declining 

I  influence  of  the  30-second  spot? 

B  ■ 

Bp  •  I  think  the  30-second  spot  is  still  a  really 
Bf“  effective  vehicle.  What  has  helped  us  con 
B;  tinue  to  prove  that  effectiveness  are  "enti- 
•Bfey  tlement  sponsorships"  [programming 
„'.B  ,  sponsored  by  a  single  advertiser].  We  not 
3jB  only  give  partners  the  visibility  within 
S-  9  the  movie  for  their  messages,  but  we 

ifgB  also  create  special  "vignettes"  for  them 

;ty!B  that  we  produce  internally.  The 

J&yB  clients  trust  us  to  produce  something 

analogous  to  what  their  ad  agencies 
would  be  producing.  If  you  look  at  other 

I I  cable  networks'  vignettes,  their  hearts  are  in 

:  therightplace,  but  the  execution  is  not  really 
that  strong. 

What's  your  perspective  on  product  place¬ 
ment  in  your  programming? 

We're  always  in  production  on  a  movie,  so  we 
/  always  have  an  opportunity  for  an  advertiser 


Chris  Moseley, 
Hallmark  Channel's 
executive  vice 
president  and  CMO, 
connects  with  the 
cable  generation. 
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to  organically  integrate.  We  develop  the 
scripts,  but  if  an  advertiser  is  looking  for  an 
opportunity,  our  development  people  keep 
that  in  mind.  If  an  advertiser's  product  can 
organically  fit  into  the  story  so  that  it's  seam¬ 
less  to  the  viewer,  that's  the  key. 

There  are  many  arguments  about  this.  But 
at  the  end  of  the  day,  in  my  opinion,  if  you're 
showing  a  college  professor  in  a  movie,  he's 
going  to  be  wearing  Dockers.  He's  going  to  be 
using  a  laptop.  He's  going  to  be  driving  a  car. 
Those  things  are  just  everyday  aspects  of  life 
that  are  reflected  in  our  stories.  We  should  be 
able  to  work  products  in  so  that  it's  not  embar¬ 
rassing.  There's  always  a  line  that  you  don't 
want  to  cross.  It's  like  anything  else.  There  are 
great  ways  to  execute  it,  and  there  are  poor 
ways  and  cheesy  ways. 

Do  you  have  specific  policies  in  place  to  guide 
people  in  their  product-placement  decisions? 

We've  refined  our  processes,  and  as  we  work 
through  the  creation  of  a  movie,  if  we  really 
feel  it's  something  that's  not  working  well 
with  the  story,  we  retain  the  right  to  approach 
the  advertiser  and  say,  'We  don't  think  it's 
working  out." 

Are  the  advertisers  asking  for  more  than  they 
were  a  couple  of  years  ago? 

Absolutely.  The  volume  has  increased.  And 
we're  really  well  positioned  to  take  advantage 
of  that. 

How  soon  until  you  do  some  original  Web 
programming?  Is  that  a  natural  extension  of 
the  cable  channel? 

Sure.  We're  happy  about  the  loyalty  of  the  peo¬ 
ple  who  are  coming  to  our  website.  What 
drives  increased  site  traffic  is  original  program¬ 
ming.  The  only  cable  network  that's  doing  that 
right  nowis  Discovery  Channel.  [Moseley  was 
Discovery  Channel's  senior  vice  president  of 
marketing  from  1 989-99.]  Because  we  do  so 
much  programming  for  ourselves,  we're  hop¬ 
ing  eventually  to  be  able  to  create  some  con¬ 
tent.  The  first  step  is  probably  exclusive 
content  linked  to  something  that  we're  already 
doing,  like  Mystery  Woman,  that  you  could 
only  get  on  the  Web.  -Rob  O'Regan 
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Find  the  answers  with  an  altogether  different  kind  of  thinking  about  business  strategy. 

Find  the  answers  with  IBM.  We  can  help  you  cope  with  an  ultradynamic  marketplace  by 
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KnowYourAudience 

CFOs  and  CMOs  are  inherently  different. 
The  nature  of  a  CFO  is  logical,  analytical,  pro¬ 
tective  and  sometimes  suspicious — traits 
that  help  a  finance  officer  excel  in  her  field. 
So  prepare  for  the  fact  that  CFOs  ask  lots  of 
questions.  Marketers  need  to  be  able  to  quan¬ 
tify — and  justify — all  of  their  activities  to 
secure  budget  funds.  Keep  in  mind  that  most 
CFOs: 

■  Obsess  about  results.  They  want  to  know 
how  much  it  will  cost  and  how  much  rev¬ 
enue  it  will  generate. 

■  Dismiss  ambiguity.  Answers  must  not  only 
be  correct,  they  must  be  clear  and  concise. 

■  Are  unrelenting.  They  will  not  budge  until 
they  get  the  data  they  need. 

It  may  seem  impossible  to  communicate 
the  value  of  marketing  to  someone  with  this 
nature,  but  don't  lose  hope.  While  CFOs  may 
view  most  marketing  efforts  as  a  waste  of 
money,  they — like  everyone — are  suscepti¬ 
ble  to  the  seductive  charms  of  marketing. 
Ever  see  a  CFO  driving  a  nice  practical  Hyun¬ 
dai?  No.  CFOs  believe  they  need  to  drive  a 
BMW,  Lexus  or  Mercedes. 

Know  the  Lingo 

Even  the  most  brilliant  marketing  plan 
won't  win  approval  unless  you  can  make 
your  case  in  terms  that  are  meaningful  and 
persuasive  to  your  CFO. 

For  instance,  the  CFO  of  a  publicly  traded 
company  wants  to  hear  how  marketing 
funds  spent  today  will  affect  the  stock  price 
in  the  very  near  future.  Unfortunately,  even 
the  most  sophisticated  marketing  perform¬ 
ance  measurement  systems  will  be  unable  to 
quantify  the  impact  on  stock  price.  And 
while  ROI  is  the  buzzword  of  late,  less  than 
17  percent  of  companies  have  marketing 
measurement  systems  in  place  to  perform 
this  calculation  satisfactorily,  according  to  a 
2004  CMO  Council  survey. 

A  marketing  performance  measurement 
system  that  tracks  every  task  is  of  no  worth 
if  the  output  is  not  actionable.  In  the  quest 
for  ROI,  don't  sacrifice  the  measurement  of 
strategic  goals  for  the  simpler  tracking  of  tac¬ 
tical  tasks.  Pursue  only  those  items  that  will 
provide  good  decision-making  information 
for  your  company. 

Remember  also  that  intangible  assets  drive 
a  company's  valuation  by  the  stock  market. 


the  core 


Selling  to  Your  CFO 

A  finance  chief  offers  tactical  advice  forwinning  the  battle 
of  the  budget 


BY  TRUDY  ALMQUIST 

OU'VE  GOT  A  GREAT  MARKETING  STRATEGY,  butyouneed 
more  budget  funds  to  make  it  happen.  How  do  you  convince  the  chief  financial 
officer  to  give  you  the  money  you  need? 

Excellent  question — and  one  that  has  caused  more  than  a  few  sleepless 
nights  for  the  CMO.  Yet  despite  rumors  to  the  contrary,  the  truth  is  that  CMOs 
and  CFOs  share  key  objectives.  According  to  a  recent  survey  by  the  webzine 
Darwinmag.com  (a  CMO  sister  publication),  the  top  three  things  executives  and  managers 
said  they  could  do  to  be  more  highly  valued  by  their  organizations  were:  increase  revenue,  do 
more  with  less  and  increase  profits. 

Meeting  on  this  common  ground  is  the  key  to  winning  support  for  your  marketing  plan. 
It  also  helps  to  get  inside  the  CFO's  head.  And  who  better  to  do  that  than  another  CFO?  Here's 
some  advice. 


I] 
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According  to  studies,  such  assets  compose 
more  than  50  percent  of  the  value  of  many 
corporations.  These  intangibles  include  cus¬ 
tomer  lists,  customer  relationships/customer 
satisfaction,  and  trademark/brand  recogni¬ 
tion — all  of  which  are  the  product  of  good 
strategic  marketing. 

CMOs  should  identify  two  or  three  key 
intangible  assets  that  are  measurable  and 
meaningful  to  their  industry  and  company. 
Then,  determine  how  to  use  marketing  data 
to  influence  the  value  of  these  intangibles 
and  drive  dollars  to  the  bottom  line. 


department,  know  how  you  add  value  to  the 
company,  and  have  your  “elevator  speech" 
ready  to  seize  the  opportunity  for  self¬ 
endorsement.  Finally,  be  clear  and  concise  in 
describing  how  marketing's  initiatives  tie  in 
to  the  company's  growth  and  profitability 
objectives. 

Embrace  operations.  More  and  more 
CMOs  are  reporting  to  COOs.  As  part  of  the 
operations  department,  marketers  will  have 
more  cooperation  in  enhancing  all  customer 
points  of  contact.  This  new  alliance  can  be  a 
significant  advantage  to  CMOs  when  it  comes 


Even  the  most  brilliant  marketing  plan  won't  win 
approval  unless  you  can  make  your  case  in  terms  that 
are  meaningful  and  persuasive  to  your  CFO. 


Case  in  point:  Many  of  us  have  tolerated 
those  ridiculously  long  lines  at  Starbucks 
because  nothing  less  than  a  Caramel  Macchi- 
ato  would  do.  But  you  haven't  had  to  endure 
those  painful  waiting  times  when  you're 
"jonesing"  for  java,  lately...have  you?  An 
analysis  of  customer  satisfaction  found  that 
unsatisfied  Starbucks  customers  stuck  with 
the  chain  for  just  one  year  and  spent  a  total  of 
§200.  By  contrast,  highly-satisfied  Starbucks 
customers  patronized  the  chain  for  more 
than  eight  years  and  spent  more  than  §3,000 
dollars  over  that  period.  Highly  satisfied  cus¬ 
tomers  had  an  annual-spend  of  88  percent 
more  and  a  lifetime-spend  of  15  times  more. 
The  decision  was  made  to  add  §40  million  in 
staff  to  reduce  waiting  times  and  increase  cus¬ 
tomer  satisfaction.  This  improvement  pro¬ 
tects  market  share  as  well  as  increases  sales 
and  profits. 

A  CMO  who  can  quantify  and  influence 
the  development  of  key  intangible  assets  will 
be  well-positioned  at  the  strategy  table  with 
the  CFO. 

KnowYourAllies 

Gaining  internal  support  from  key  consti¬ 
tuents  before  making  your  pitch  is  critical. 
Enlist  the  support  of  operations,  finance  and 
marketing — yes,  marketing. 

Be  your  own  ally:  Brand  your  marketing 


to  securing  budget  funds.  CFOs  see  most  oper¬ 
ating  costs  as  necessary  spending,  which  ulti¬ 
mately  yields  returns.  Teamed  up  with  and 
validated  by  operations,  marketing  costs 
become  more  palatable  to  the  CFO. 

The  corporate  website,  for  example,  is  part 
of  the  customer  experience  chain,  and  is  in 
many  cases  the  first  link  in  the  chain.  F or  com¬ 
panies  like  Amazon.com,  the  website  is  the 
brand.  Leveraging  the  operations  label  will 
likely  expedite  changes  or  upgrades  to  your 
corporate  website.  The  CFO  will  view  the  cost 
of  the  website  enhancements  as  an  opera¬ 
tional  expense.  By  piggybacking  your  site 
design  changes  onto  this  initiative,  you  use 
less  ofyour  marketing  budget  funds.  Together 
with  operations,  you  have  the  opportunity  to 
enhance  the  website,  and  all  customer  points 
of  contact,  in  an  initiative  that  appears  neces¬ 
sary  and  credible  to  your  CFO. 

Make  an  ally  of  finance.  Ask  for  a  finance 
resource  to  assist  you  in  budgeting  a  five-year 
marketing  plan.  Marketing  is  a  long-term 
strategy  and  needs  to  be  not  only  integrated 
into  but  a  driver  of  the  long-range  plan.  Mar¬ 
keting  funds  cut  today  will  likely  result  in 
lower  revenue  in  future  years.  While  CFOs 
recognize  this,  marketing  funds  are  easy  to 
cut  for  a  quick  short-term  gain.  Make  certain 
the  CFO  and  CEO  realize  the  long-term 
impact  of  such  cuts. 


Know  Your  Pitch 

After  rallying  your  allies  and  examining  your 
intangibles,  prepare  your  budget  pitch  for 
your  CFO.  To  ensure  a  successful  discussion: 

■  Be  specific  in  your  answers.  Have  cus¬ 
tomer  data  to  support  your  statements. 

■  Abide  by  the  law  of  replacement.  Show 
that  you  have  maximized  your  current 
funds  by  replacing  some  moderately  effec¬ 
tive  efforts  with  new,  more  promising 
programs. 

■  Show  successful  historical  results. 

Present  metrics  from  recent  successful 
programs  and  identify  and  discuss  the  cri¬ 
teria  by  which  the  new  programs  will  be 
measured. 

Unfortunately,  not  even  the  most  persua¬ 
sive  marketer  is  immune  to  budget  shrink.  If 
your  budget  is  going  to  be  cut,  make  sure 
you're  the  one  who  does  the  cutting.  Don't  let 
finance  reduce  all  your  programs  by  some 
arbitrary  amount;  this  could  strangle  the 
entire  effort.  Start  by  doing  away  with  less 
important  programs  to  ensure  the  most 
important  goals  are  met.  Communicate  to  the 
CFO  and  CEO  which  goals  will  be  met  and 
which  have  been  dropped.  This  also  enables 
you  to  manage  their  expectations. 

Getting  to  Yes 

Winning  the  battle  of  the  budget  is  about 
more  than  money.  It's  also  about  establishing 
a  marketing  culture  that  stresses  accounta¬ 
bility  as  well  as  creativity.  Your  CFO  needs  to 
hear  your  marketing  pitch  in  her  own  lingo 
and  know  it  is  validated  by  customer  data  and 
supported  by  key  executives.  Your  ability  to 
accomplish  this  goal  better  positions  you  to 
win  funds  while  meeting  the  agenda  of  both 
the  CFO  and  the  CEO.  It  also  establishes  the 
criteria  for  measuring  your  professional  suc¬ 
cess  within  the  organization. 

There  will  be  wins  and  losses.  But  at  the 
end  of  the  day,  it's  important  to  remember 
that  you  and  your  CFO  both  want  to  increase 
revenue,  do  more  with  less  and  increase 
profit.  You  both  want  to  be  more  highly  val¬ 
ued  by  your  organizations.  And  you  both 
need  the  other  to  accomplish  these  goals.  • 


Trudy  Almquist  is  the  chief  financial  officer  of 
Partners  &  Simons,  an  integrated,  cross-media  mar¬ 
keting  services  agency  in  Boston.  Send  comments 
to  cmofeedback@cxo.com . 
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Disney  Consumer 
Products  Chairman 
Andy  Mooney:  "In 
our  organization, 
it's  all  about  the 
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With  an  aggressive  branding 
and  licensing  strategy, 
Disney's  Consumer  Products 
group  transformed  from  toad 
to  enchanted  princess 

By  Constantine  von  Hoffman 
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N  ot  really  what  you'd  expect  to  hear  from  the  head  of  a 
major  consumer  goods  company.  But  those  words  come 
directly  from  Andy  Mooney,  chairman  of  Disney  Con¬ 
sumer  Products  (DCP),  the  multibilhon-dollar  operation 
behind  every  product  that  bears  the  mark  of  Mickey 
Mouse  or  any  of  The  Walt  Disney  Co.'s  ancillary  characters. 

"I  have  no  marketing  budget.  I  have  no  marketing 
organization,"  Mooney  adds.  "In  our  organization,  it's  all 
about  the  product."  Of  course,  he  might  just  as  well  say 
that  he  only  has  a  marketing  department.  It  all  depends 
on  how  you  look  at  it. 

To  Mooney,  great  products  and  great  marketing  are 
one  and  the  same.  He  developed  that  perspective  during  a  20-year  stint  at 
Nike,  first  as  CFO  in  the  United  Kingdom  and  ultimately  as  CMO,  before 
moving  to  Disney  in  December  1999.  "Basically,"  he  says,  "most  of  the  mar¬ 
keting  that  gets  done  at  N ike  is  through  the  product  itself." 

Over  the  past  five  years,  Mooney  has  instilled  a  similar  mind-set 
throughout  DCP,  turning  what  was  a  moribund  and  reactive  arm  of  the 
entertainment  giant  into  a  profit-making,  high-growth  division  that  has 
a  mandate  to  create  new  stuff.  Buttressed  by  a  strategy  that  Mooney  refers 
to  as  active  licensing,  DCP  product  managers  now  work  closely  with 
developers  and  licensees  on  the  design  of  new  Disney-branded  products 
and  new  categories.  Under  his  watch,  retail  sales  of  Disney  products  have 
risen  from  $12  billion  to  $21  billion,  despite  the  sale  of  the  group's 
retail  chain. 

A  DISORGANIZED  HOUSE 

The  outlook  was  not  so  rosy  when  Mooney  first  arrived  at  the  House  of 
Mouse.  At  the  time,  the  concept  of  product  development  was  anathema  to 
the  division.  Instead,  the  group  focused  almost  exclusively  on  licensing 
existing  brands  to  third-party  manufacturers  and  promoting  whatever 
content  Disney's  movie  studio  was  creating.  In  other  words,  it  was 
operating  much  as  it  had  been  since  1929,  when  Walt  Disney 
first  licensed  Mickey's  image  to  be  used  on  a  pad  of  children's 
writing  paper. 

Organizationally,  DCP  was  a  hodgepodge  of  a  unit,  with 
everything  under  its  roof  from  licensing  to  book  and  mag¬ 
azine  publishing  to  retail  stores  to  interactive  gaming — in 
short,  everything  that  wasn't  resorts,  movies  or  television. 

"It  was  one  amorphous  division  that  had  a  culture  of  deal¬ 
making,  not  a  culture  of  product  innovation,"  says  Mooney. 

Ninety  percent  of  the  division's  revenue  came  from  licensing, 


which  it  did  with  somewhat  reckless  abandon.  If  a  com¬ 
pany  wanted  Donald  Duck's  picture  on  its  product,  could 
pay  the  royalty  rate  and  met  the  minimum  quality  guar¬ 
antees,  then  the  company  would  get  the  duck.  The  sheer 
number  of  licensed  products — at  its  peak,  DCP  had  more 
than  4,200  licensees — was  actually  cheapening  the  value 
of  the  brands.  Why  should  a  licensor  pay  a  premium  for 
a  character  featured  on  at  least  one  product  in  every  aisle 
at  Wal-Mart? 

"DCP  was  more  interested  in  managing  the  creative 
look  of  the  packaging,  consistency  and  product  develop¬ 
ment  than  managing  the  growth  of  the  brand  itself,"  says 
Vince  Klaseus,  the  senior  vice  president  of  franchise  marketing  who 
started  at  DCP  a  year  after  Mooney. 

The  division  also  was  fully  dependent  on  the  other  Disney  units  to  pro¬ 
vide  the  content  that  DCP  would  use  to  churn  out  new  books  and  games 
and  whatnot.  For  Mooney,  that  lack  of  creativity  was  problem  number 
one.  "I  asked  the  leaders  of  both  the  publishing  and  interactive  gaming 
divisions  what  new  intellectual  property  had  they  created  lately,"  he 
recalls.  "The  answer  was  none.  Ever." 

DCP  wasn't  even  leveraging  the  full  portfolio  of  brands  the  parent  com¬ 
pany  had  created.  Eighty  percent  of  its  revenue  came  from  just  two  char¬ 
acter  sets:  Mickey  Mouse  and  friends,  and  Winnie  the  Pooh  and  the  other 
denizens  of  the  Hundred  Acre  Wood.  Then-CEO  Michael  Eisner  viewed  it 
as  an  underperforming  division;  he  recruited  Mooney  from  Nike  to  fix  it. 

Mooney  knew  that  to  grow,  the  division  would  need  to  do  more  than 
exploit  the  content  of  other  business  units.  But  he  couldn't  just  order  up 
new  characters  overnight.  The  answer:  Use  existing  characters  to  form 
new  brands. 

GIRL  POWER 

To  test  the  strategy,  Mooney  and  his  team  turned  to  DCP's  greatest 
demographic  strength:  girls.  "Obviously  we  had  some  charac¬ 
ters  that  appeal  to  girls,"  says  Klaseus.  "Why  not  pull  them 
all  together  and  create  a  true  brand  behind  them?"  Mooney 
rounded  up  six  characters — Ariel  (from  The  Little  Mer¬ 
maid),  Belle  ( Beauty  and  the  Beast),  Cinderella,  Jasmine 
{Aladdin),  Sleeping  Beauty  and  Snow  White — that  the 
company  historically  had  promoted  individually,  usually 
around  the  release  or  rerelease  of  a  film.  The  challenge  lay  in 
giving  the  heroines  a  collective  life  of  their  own,  separate  from 
the  movies. 


24  OCTOBER  2005  cmomagazine.com 


PRODUCT  IMAGES  COURTESY  OF  DISNEY 


BUSINESS  REPLY  MAIL 

FIRST-CLASS  MAIL  PERMIT  NO.  2  FRAMINGHAM  MA 


POSTAGE  WILL  BE  PAID  BY  ADDRESSEE 


cmo 


ATTN:  CIRCULATION  DEPARTMENT 
PO  BOX  9209 

FRAMINGHAM  MA  01701-9874 


NO  POSTAGE 
NECESSARY 
IF  MAILED 
IN  THE 

UNITED  STATES 


/ 


www.cmomagazine.com 


□  BILL  ME  □  BILL  MV  CREDIT  CARD:  OMC  O  VISA  O  AMEX 


This  is  a  domestic  rate  only  (US  and  Canada). 

The  foreign  rate  is  $95.00  prepaid  in  U.S.  currency. 


ACCOUNT  NUMBER 


EXPIRATION  DATE 


SIGNATURE 


CIN05 


WHERE  THE  BOYS  ARE 


Thus  was  born,  in  late  2000,  the  Disney  Princess  brand.  The  idea  of  cre¬ 
ating  a  new  brand  around  previously  unrelated  characters  might  seem 
like  a  no-brainer,  but  it  was  heresy  to  some  Disney  hard-liners.  In  his  book 
Disney  War,  James  B.  Stewart  points  out  that  the  Princess  brand  infuri¬ 
ated  longtime  executives  including  Roy  Disney,  nephew  of  the  company's 
founder  and  head  of  a  group  that  tried  to  oust  Eisner  in  2003.  "When 
[Mooney]  wanted  to  launch  a  'princess'  line  of  merchandise,"  Stewart 
wrote,  "Roy  argued  that  it  was  inappropriate  to  portray  and  market  char¬ 
acters  like  Cinderella  and  Snow  White  together  when  in  the  fairy  tales 
they  inhabited  separate  worlds  and  never  knew  each  other." 

As  if  that  deep-seated  culture  weren't  enough  of  a  barrier,  Mooney  also 
had  to  unravel  the  bureaucratic  turf  fights  around  the  individual  brands. 
DCP  wasn't  set  up  to  enable  collaboration  between  business  units.  There 
was  no  mechanism,  for  example,  to  help  multiple 
business  units  allocate  revenue  and  expenses  for 
joint  projects. 

"It's  very  difficult  to  link  things  to  other 
products  and  services  that  you  offer,"  says 
Fariborz  Ghadar,  director  of  the  Center  for 
Global  Business  Studies  at  Penn  State  Univer¬ 
sity,  who  has  closely  studied  Disney.  "You  have 
to  go  across  business  units,  and  then  the  argument 
becomes,  Whose  revenue  is  it?  [Mooney]  put  systems 
in  place  that  make  it  a  lot  easier  for  someone  who  is  in  charge  of  toys  and 
someone  who  is  in  charge  of  clothes  to  coordinate  and  collaborate  rather 
than  argue  over  whogets  the  revenue." 

J ust  like  in  a  fairy  tale,  the  story  has  a  happy  ending:  Princess  became  a 
prepubescent  powerhouse.  With  S3  billion  in  annual  sales,  it  has  risen  to 
Disney's  third  best-selling  line,  behind  Mickey  and  Pooh. 


A  NEW  MANDATE 

The  Princess  brand's  success  provided  Mooney  with  the  leverage  he 
needed  to  begin  developing  entirely  new  content.  DCP's  publishing  group 
created  a  comic  book  called  W.I.  T.C.H.  (the  title  is  an  acronym  of  the  names 
of  five  main  characters,  girls  who  perform  magic  and  "angst"  a  lot).  The 
comic  tested  positively  in  Europe  before  rolling  out  in  the  United  States 
and  is  now  published  in  72  countries.  It's  also  the  basis  for  a  panoply  of  Dis¬ 
ney  products,  including  books,  toys  and  clothing. 

Significantly,  the  W.I.T.C.H.  line  also  reversed  the  flow  of  content 
between  DCP  and  other  divisions.  Disney's  TV  studio  created  a  W.I.T.C.H. 
series  that  started  running  on  the  ABC  Family  and  Toon  Disney  channels 
last  December. 


Disney  Consumer  Products'  new  emphasis  on  segmen¬ 
tation  uncovered  one  weakness:  sustainable  marketing 
to  boys.  "What  tends  to  happen  is  that  you  keep  boys 
from  ages  2  to  5  and  then  you  lose  them  to  sports,"  says 
DCP  Chairman  Andy  Mooney.  "Then  they  come  back  in 
again  as  either  video  game  players  or  as  parents." 

Mooney  may  be  providing  some  verbal  cover  for  what 
has  always  been  a  weakness  at  Disney,  intentionally  or 
not,  the  company's  movie  titles  have  always  been  geared 
more  toward  girls.  Mooney  is  clearly  concerned  about 
filling  thatgap. 

"A  desire  to  connect  more  with  boys  is 
one  of  the  things  that's  fueling  our  invest¬ 
ment  in  the  video  gaming  business,"  he 
says,  noting  DCP's  recent  purchase  of 
two  gaming  studios.  "We  acquired 
them  to  get  deeper  and  more  con¬ 
nected  to  gaming  consumers  and 
the  gaming  industry.  De  facto,  we 
would  be  more  connected  to  boys 
in  that  process." 

While  gaming  is  where 
Mooney  expects  to  create  the 
most  original  content  to  appeal 
to  boys,  he  also  wants  to  more 
fully  exploit  the  titles  DCP 
already  has.  The  company 
owns  all  the  intellectual 
property  rights  to  the 
boy-friendly  movies  it 
has  made  withPixarso 
far,  in  particular  Toy  Story,  and  will 
retain  those  rights  even  if  the  partnership  ends. 

"In  my  mind,  Toy  Story,  Cars  [a  new  movie  scheduled  to 
debut  in  June  2006]  and  The  incredibles  will  live  for 


decades  to  come,"  says  Mooney. 

He  also  hopes  to  better  leverage  the  studio's  live- 
action  titles,  which  generally  have  much  broader  appeal 
to  both  boys  and  girls.  Mooney  admits  that  DCP  was 
unprepared  for  the  success  of  Pirates  of  the  Caribbean; 
its  release  in  2003  was  not  accompanied  by  the  usual 
array  of  toys,  costumes,  games  and  other  themed  items. 
It  is  already  planning  now  for  a  series  of  products  around 
the  upcoming  series  of  Narnia  films,  scheduled  to  debut 
in  December.  -C.v.H 
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Next  on  the  docket:  A  brand  that  combines  an  existing  character  with 
totally  new  ones.  "When  we  looked  at  the  success  of  Princess  and  the  con¬ 
nection  that  the  brand  has  togirls,  we  said.  Could  we  develop  a  companion 
line-up  product?"  says  Mooney.  Hello,  Disney  Fairies,  a  new  line  that 
debuted  this  past  summer  with  Tinker  Bell  leading  a  cast  of  new  friends 
boasting  a  variety  of  special  abilities. 

Mooney  and  his  team  aren't  just  throwing  new  brands  at  the  wall  to 
see  what  sticks.  They  have  instituted  a  new  rigor  around  demographics 
and  segmentation  that  has  enabled  DCP  to  identify  gaps  in  the  product 
lines  that  present  new  branding  opportunities.  The  idea  for  Fairies,  for 
example,  began  in  DCP's  toy  group,  which  had  research  showing  latent 
demand  for  Tinker  Bell  as  a  character.  The  Fairies  brand  is  designed  to 
appeal  to  6-toT  1-year-old  girls,  as  opposed  to  the  2-7  age  group  that  the 
Princess  brand  targeted.  That  type  of  reliance  on  demographics  and  seg¬ 
mentation  was  nonexistent  before  Mooney  took  over  DCP.  Now  the 
group  has  hard  data  on  who  is  buying  a  brand  and,  just  as  importantly, 
who  isn't. 

'We  have  demographics  that  we  manage  by,"  says  Klaseus.  "We  can 
make  sure  none  of  the  properties  are  cannibalizing  each  other  and  also 
identify  the  gaps  that  we  need  to  backfill  with  new  content." 


WATCH  AND  LEARN 

Customer  research  is  critical  to  Disney  Consumer  Products' 
success.  But  Andy  Mooney  knows  firsthand  that  data  isn't  every¬ 
thing.  While  CMO  at  Nike,  Mooney  was  responsible  for  the 
company's  move  into  the  field  of  runners'  watches. The  product 
it  developed  came  in  at  a  retail  price  of  $135. 

"If  you  do  a  lot  of  consumer  research  in  advance  and  ask,  'Do 
you  think  there's  a  market  for  a  watch  at  $135?'  the  answer  would 
come  back  unequivocally  no,"  says  Mooney,  who  is  currently 
chairman  of  Disney  Consumer  Products.  "But  as  this  watch  devel¬ 
oped,  we  saw  that  it  was  absolutely  meeting  the  needs  of  runners. 
And  we  also  saw  that  stylistically  it  was  very  interesting. 

"$o  we  said  to  hell  with  it!  If  it  works  for  runners,  we've  got  a 
business  model  that  works.  And  if  it  catches  on  as  a  fashion  piece, 
we're  really  in  the  money,"  he  says. 

And  they  were.  The  watch  won  Business  Week's  Design  of  the 
Decade  award  and  sold  a  million  units  in  its  first  year.  -C.v.H. 
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LICENSE  TO  TRIM 

As  Mooney's  team  built  out  new  brands,  it  also  revamped  its  licensing 
model.  No  longer  is  the  emphasis  on  finding  any  licensee 
willing  to  pay  the  royalty  fee,  regardless  of  the  product  it 
has  in  mind.  "There  were  way  too  many  licensees  before 
[Mooney]  came  in.  It  was  a  coordination  nightmare," 
says  David  Miller,  an  analyst  with  the  investment 
firm  of  Sanders  Morris  Harris.  "Now  there  are 
fewer  than  half  the  licensees  that  existed  before, 
and  that  simplifies  things." 

As  Mooney  gradually  decreased  the  organi¬ 
zation's  emphasis  on  licensee  revenue  (from  M W&M  iSM&ki 

90  percent  five  years  ago  to  82  percent 
today),  he  increased  the  emphasis  on 
branding  products  that  had  a  greater 
chance  of  success  in  the  market.  He  has 
brought  in  a  string  of  product  managers  with 
industry-specific  expertise  who  can  add  value  to 
licensees'  development  efforts.  "We  really  look  at  our 
licensing  divisions  now  as  an  extension  of  the  R& D  capa¬ 
bility  of  our  licensees  around  the  world,"  says  Mooney. 

'We're  in  the  trenches  with  them,  designing  and  devel¬ 
oping  products." 

It's  this  work  that  Mooney  refers  to  as  active  licens¬ 
ing,  and  it  has  enabled  Disney  to  carve  out  a  niche  as  a 


"brand  identifier"  for  some  of  its  licensees.  DCP  now  looks  for  quality 
private-label  brands — Kroger  dog  food,  for  example — and  matches  them 
up  with  the  proper  Disney  brand — in  Kroger's  case.  Old  Yeller.  Because 
the  product  carries  a  Disney  brand,  DCP  believes  the  licensee  can  charge 
a  premium  over  its  own  brand . 

'We  do  not  believe  that  we  can  command  the  price,  for  example,  in 
cereal  of  Kellogg's,  or  in  carbonated  drinks  of  Coca-Cola,"  says 
Mooney.  "But  we  believe  we  can  command  a  reasonable  premium 
to  a  private  label."  Disney  can  also  give  retailers  something  they 
can't  get  anywhere  else — a  preexisting  corporate  brand  that 
has  97  percent  unaided  awareness. 

As  a  result,  says  Mooney,  "the  retailer  finds  that  they  actu¬ 
ally  make  more  money  on  Disney  than  they  make  on  even 
their  own  private  label.  And  they  make  a  lot  more  money 
than  they  make  on  the  national  brand." 

This  is  just  one  of  the  innovations  that  Mooney  and 
his  team  have  introduced  into  the  DCP  culture.  Using  a 
potent  mix  of  internal  brand-building  and  active 
licensing,  Mooney  is  targeting  revenue  for  the  divi¬ 
sion  to  reach  $32  billion  in  five  years. 

A  stretch?  Perhaps  not.  Disney,  Mooney  concludes, 
is  the  one  brand  that's  powerful  enough  to  sell  a  $1,400 
T-shirt  at  Dolce  &  Gabbana  and  a  $14  T-shirt  at  Wal-Mart  in 
the  same  city  on  the  same  day.  "We're  the  only  brand  in  the 
world  that  can  function  in  all  of  these  categories,  across  all 
of  these  geographies,"  he  says.  Is  that  good  product  or  good 
marketing?  It  all  depends  on  how  you  look  at  it.  • 


Senior  Writer  Constantine  von  Hoffman  can  be  reached  at  cvonhoffman@cxo.com . 
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Can  the  NHL 
recapture  fans 
and  sponsors 
after  shelving  an 
entire  season? 
That's  a  $2  billion 
question  the 
league's  marketers 
need  to  answer 
quickly. 

ByJonSurmacz 
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June  7, 2004: 


Game  7  of  the  Stanley  Cup  Finals.  That  was 
the  last  time  hockey  fans  in  Tampa— nr  anywhere, 
for  that  matter — saw  a  National  Hockey  League  game 
that  mattered.  Some  22,000  Tampa  Bay  Lightning  fans 
emphatically  pounded  their  "thundersticks"  on  cue  through¬ 
out  the  game,  willing  their  team  to  a  21  victory  and  the  city's 
first  Stanley  Cup  championship.  •  "That  was  as  good  as  it  gets," 
says  Sean  Henry,  the  Lightning's  chief  operating  officer.  "I'm 
willing  to  bet  that  6,000  to  7,000  of  our  fans  saw  their  first 
hockey  games  during  the  [20041  playoffs.  When  that's  the  case, 
you  fall  in  love  with  [hockey]  pretty  quickly.  It  was  inde¬ 
scribable.  We  need  to  remind  people  what  it  was  like  to  be 
in  that  building."  ®  People  may  need  more  than  a 
reminder.  The  lights  went  out  after  Game  7  and 

stayed  dark  for  more  than  a  year,  as  / 

owners  locked  out  players 
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"We  need  to  be  more  relevant.  We  need  to  be  perceived 
not  as  a  sports  opportunity,  but  as  an  entertainment 
and  lifestyle  opportunity." 


during  a  labor  dispute  that  resulted  in  the  cancellation  of  the  entire  2004- 
05  season.  The  league  returns  to  action  on  Oct.  5;  what  happens  next  is 
anyone's  guess.  Will  the  energy  and  passion  that  filled  the  St.  Pete  Times 
Forum  on  that  sultry  J  une  evening  in  Tampa  a  year  and  a  half  ago  return? 
What  will  the  mood  be  like  in  Pittsburgh,  where  the  Penguins,  the  league's 
worst  team,  averaged  a  league-low  1 1,877  fans  per  game?  Or  what  about 
the  other  28  cities  with  NHL  franchises? 

"Great  brands  survive  and  do  better  having  gone  through  something 
like  this,"  says  Hayes  Roth,  vice  president  of  worldwide  marketing  for 
Landor  Associates,  a  brand  consultancy.  "And  I  think  the  NHL  is  a  great 
brand.  It's  a  great  opportunity." 

Only  in  sports,  perhaps,  can  a  business  close  its  doors  for  more  than  a 
year,  then  expect  to  return  to  the  open  arms  of  adoring  customers.  For  the 
NHL,  that's  the  best-case  scenario.  More  likely,  the  league  faces  a  difficult 
climb  as  it  attempts  to  rebuild  its  brand  and  its  $2  billion  business.  Before 
the  lockout,  NHL  attendance  had  been  on  the  rise  for  more  than  a  decade, 
but  the  game  was  a  ratings  failure  on  national  television.  With  a  new  cable 
TV  contract  in  hand  and  an  aggressive  marketing  strategy,  the  league  has 
taken  the  first  important  steps  to  reverse  its  sagging  brand. 

"This  is  the  case  to  be  written,"  says  Paul  S  wangard,  director  of  the  War- 


-ED  HORNE,  PRESIDENT  OF  NHL  ENTERPRISES 


saw  Sports  Marketing  Center  at  the  University  of  Oregon.  "There's  never 
been  a  league  that's  put  itself  in  this  position." 

To  skate  back  into  the  hearts  and  minds  (and  wallets)  of  fans  and  spon¬ 
sors,  the  NHL's  marketing  leaders  must  return  to  the  basics.  Call  it  the 
Four  P's,  NHL  style.  (And  no,  we're  not  talking  about  pucks,  Penguins, 
penalties  and  pugilism.)  As  30  teams  hit  the  ice  again  this  month,  league 
and  team  executives  believe  they  have  a  strategy  that  addresses  all  four. 


Ek 


Rebuild  the  product. 

It's  called  the  NHL  Marketing  and  Communications  Relaunch  Manual. 
Distributed  by  the  league  office  to  each  team,  the  70-page  booldet  serves 
as  a  how-to  guide  to  rebuilding  the  brand.  It  lays  the  groundwork  for  a 
new  identity  for  the  league,  including  an  updated  logo,  a  new  slogan  (an 
early  candidate  was  "A  whole  new  game,"  but  the  final  decision  had  not 
been  made  as  of  press  time),  a  fans -first  approach  to  promotions  and  com¬ 
munity  relations,  and  a  partnership  with  the  players  to  be  ambassadors  of 
the  game  and  the  league. 

Landor's  Roth  says  that  this  type  of  communication  will  be  crucial  to 

resuscitating  the  moribund  NHL  brand.  The 
new  brand  messages  must  be  delivered  consis- 
__  _ ^  _  r  —  ,  _  _  _  _  _  __  _  —  _  _  —  tently  and  comprehensively  from  the  top 

H |  ■  down.  "The  NHL  needs  to  emotionally  connect 

back  with  their  fans,  acknowledge  their  mis¬ 
takes  and  create  consistent  positioning,"  he 
says.  "People  are  expecting  something  new  to 
come  out  of  this." 

The  league's  branding  initiative,  which 
focuses  on  warm-and-fuzzy  values  such  as 
commitment,  courage,  respect  and  sacrifice,  is 
targeted  at  bringing  the  fans  back  into  the  fold, 
says  Ed  Horne,  president  of  NHL  Enterprises. 
Adding  an  emotional,  values-based  dimension 
to  the  brand  will  appeal  to  a  broader  audience 
of  advertisers,  possibly  adding  food  and  health 
products  beyond  the  league's  traditional  bev¬ 
erage,  beer  and  automobile  sponsors,  notes  Ed 
O'Hara,  chief  creative  officer  and  senior  part¬ 
ner  with  SME,  a  brand  development  and  com¬ 
munications  company  hired  by  the  league  to 
help  with  the  project.  "Part  of  the  reason  that 
sponsors  are  attracted  to  sports  is  that  their 
products  don't  have  the  vitality  that  sports  do," 
he  says.  "Consumers  are  more  likely  today  to 
buy  brands  that  express  their  image." 

The  league  is  also  tweaking  the  game  itself, 
with  rule  changes  intended  to  encourage  more 


ALTHOUGH  MAJOR  SUPPORTERS  such  as  ESPN  walked  away  from  the  NHL  this 
season,  other  companies  with  close  ties  to  hockey  retained  their  support  throughout 
the  lockout. 

Continuing  its  NHL  deal  was  a  no-brainer  for  Molson  Canada,  which  has  been  a 
sponsor  of  Canada's  NHL  clubs  for  more  than  50  years.  During  last  season's  lockout, 
the  brewer  shifted  its  spending  to  other  hockey  leagues  and  local  events  promotions 
(concerts  and  bar  giveaways).  With  the  league  resuming  operations,  Molson  once 
again  will  be  a  visible  sponsor.  "Hockey  is  wildly  popular  in  Canada.  It's  a  really  impor¬ 
tant  vehicle  for  marketing  here,"  says  Babita  Khunkhun,  PR  manager  for  Molson 
Canada.  "It  affords  our  brands  great  exposure  to  the  demographic  we  want." 

The  league  also  retained  major  sponsors  such  as  Anheuser-Busch,  Coca-Cola, 
Dodge,  MasterCard  and  Nextel,  says  Ed  Horne,  president  of  NHL  Enterprises.  Did  the 
league  have  to  make  concessions  with  them?  "We  made  sure  our  partners  were 
treated  fairly,"  was  all  Horne  would  say.  "Every  deal  is  different." 

Beyond  that  core  group,  the  NHL  may  have  a  hard  time  courting  additional  spon¬ 
sors  for  the  upcoming  season,  says  Neal  Pilson,  president  of  Pilson  Communications. 
"For  one,  [advertisers]  probably  have  committed  their  money  elsewhere  for  this  sea¬ 
son,"  he  says.  "And  they  may  be  concerned  about  attendance  and  ticket  sales,  so  that 
may  reflect  in  slower  ad  sales." 

New  tv  and  radio  contracts  may  help  the  league  attract  new  sponsors,  in  August, 
Comcast  signed  a  two-year  deal  to  broadcast  games  on  its  Outdoor  Life  Network,  and 
last  month  the  league  signed  a  10-year,  $100  million  deal  with  XM  Satellite  Radio 
Holdings  to  broadcast  NHL  games  on  satellite  radio.  -j.s. 
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offense  and  decrease  the  annoying  propensity  for  games  to  end  in  ties. 
“The  game  needed  to  be  changed  even  before  the  lockout,"  says  Shawn 
O'Rourke,  associate  dean  and  professor  of  sports  administration  at  Cani- 
sius  College. 

From  his  perch  at  league  headquarters,  Horne  views  the  NHL  as  a 
growth  stock  that  has  been  undervalued.  And  it's  up  to  the  league,  he 
acknowledges,  to  demonstrate  the  game's  true  value  to  fans,  broadcast¬ 
ers  and  sponsors.  "We  have  a  potent  brand,  and  fan  avidity  that's  second 
to  none,"  says  Tom  Anselmi,  chief  operating  officer  of  Maple  Leaf  Sports 
and  Entertainment,  the  parent  company  of  the  Toronto  Maple  Leafs.  "But 
we're  not  talcing  anything  for  granted." 

Q  Ensure  proper  placement 

if jb The  NHL  has  expanded  1 1  times  since  196/  to  reach  its  current 
level  of  30  teams.  Critics  such  as  Swangard  believe  the  league  is 
overextended  in  geographies  such  as  the  southeastern  United  States, 
where  teams  in  Raleigh,  N.C.,  Nashville  and  Atlanta  (which  lost  an  NHL 
franchise  once  already)  have  struggled  to  develop  a  substantial  following 
and  may  have  the  hardest  time  regaining  fans  post-lockout.  "Fans  in 
Detroit,  Colorado  and  Toronto  will  come  back  quickly,"  says  Swangard. 


"The  smaller  sunbelt  markets  are  going  to  be  tricky." 

Those  efforts  could  be  aided  by  the  new  two-year, 
S135  million  national  TV  contract  the  league  signed 
with  OLN,  formerly  the  Outdoor  Life  Network.  OLN, 
owned  by  cablegiant  Comcast,  wall  broadcast  58  regular- 
seasongames,  the  All-Star  game  and  playoffs.  It  replaces 
ESPN,  which  opted  not  to  extend  its  contract  with  the 
league  and  did  not  match  OLN's  offer.  (ESPN  says  that 
it  got  better  ratings  for  televised  poker  than  it  did  for 
the  last  NHL  regular  season,  which  averaged  less  than  a 
1.0  rating.)  NBC  also  announced  plans  to  televise  seven 
regular-season  contests,  six  playoff  games  and  as  many 
as  five  games  of  the  seven-game  Stanley  Cup  Finals.  An 
indication  of  the  NHL's  lack  of  national  allure:  NBC  did¬ 
n't  pay  any  up-front  rights  fees  for  the  deal. 

"Any  deal  coming  off  a  year  work  stoppage  is  a  good 
one,"  says  Doug  Piper,  former  executive  vice  president 
for  business  operations  with  the  Edmonton  Oilers  and 
Carolina  Hurricanes  and  now  CEO  for  sports  business 
consultancy  SRO  Strategies.  "Ratings  will  be  an  issue, 
but  they'll  be  taken  with  a  grain  of  salt.  I  would  expect 
a  dip  in  the  ratings  this  year  because  of  the  lockout.  Year 
two  will  tell  you  a  lot  about  how  people  are  responding 
to  the  sport." 

Neal  Pilson,  the  onetime  head  of  CBS  Sports  in  the 
1980s  and  1990s  who  now  runs  his  own  consultancy, 
Pilson  Communications,  believes  there's  still  demand 
for  NHLgames  on  national  television  and  expects  both 
attendance  and  television  ratings  to  return  to  their  pre¬ 
lockout  levels  within  one  year. 

Togive  those  ratings  a  jump-start,  the  league  is  look¬ 
ing  at  ways  to  improve  the  viewer  experience.  Comcast 
(which  also  owns  the  Philadelphia  Flyers)  plans  to  add  features  such  as 
game  highlights  and  replays  on  demand  for  subscribers.  The  league  will 
also  experiment  with  its  broadcast  partners  on  new  camera  angles,  micro¬ 
phones  and  high-definition  broadcasts  in  hopes  of  making  hockey  a  more 
compelling  television  product. 


Find  the  right  price. 

The  average  ticket  to  an  NHL  game  during  the  2003-04 
season  was  roughly  §42.  Too  high  to  lure  back  disgruntled 
fans?  Perhaps,  but  that  doesn't  mean  teams  should  make  deep  cuts  in  this 
year's  ticket  prices,  cautions  Piper.  While  several  markets  could  benefit, 
public-relationswise,  from  some  downward  price  adjustments.  Piper  says, 
"I  would  rather  be  very  careful  about  my  price  points  and  not  fall  into  the 
trap  of  offering  a  devalued  product.  That  clearly  states  that  there's  no 
demand  for  the  product.  Creating  scarcity  is  the  most  important  thing  a 
sports  franchise  can  do." 

Nevertheless,  many  teams  are  taking  the  discount  route.  In  Boston, 
one  of  the  "Original  Six"  NHL  hockey  markets,  the  Bruins  will  provide 
free  admission  to  children  12  and  under  (accompanied  by  a  paying  adult) 
for  the  first  11  home  games.  Shortly  after  the  lockout  ended,  Boston's  two 
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Players  will  definitely  be  a  part  of  what  we're  doing. 

They  have  a  good  idea  of  the  big  picture,  of  what  the 

organization  is  trying  to  do." 


-PHOENIX  COYOTES  CMO  MICHAEL  BUCEK 


main  daily  newspapers  ran  a  full-page 
thank-you  letter  to  fans  from  Bruins  owner 
Jeremy  Jacobs.  Other  teams  have  launched 
similar  ad  campaigns. 

Charles  Jacobs,  executive  vice  president 
of  the  Boston  Bruins  and  Delaware  North 
Companies-Boston,  said  the  team  surveyed 
different  customer  segments  (season-ticket 
holders,  casual  fans,  adults,  children)  and 
found  a  common  thread  in  the  responses: 

Fans  linked  Bruins  hockey  with  family. 

"They  remembered  when  their  dad  took 
them  to  their  first  game  or  when  he  tied 
their  skates  for  them,"  Jacobs  says. 

The  Bruins  have  also  lowered  the  price 
of 500  seats  to  $10 — a  price  point  that  has¬ 
n't  been  available  for  a  Bruins  game  since 
1987.  "We've  got  to  get  back  to  sellouts 
right  away,"  Jacobs  says. 

Contrasting  the  Bruins'  approach,  the  Atlanta  Thrashers,  which  sold 
8,000  season  tickets  in  2003-04,  don't  plan  to  reduce  their  regular  ticket 
prices  this  season.  Instead  of  across-the-board  discounts,  the  Thrashers 
have  opted  for  more  perks  for  their  fans.  For  starters,  players  and  staff 
will  greet  fans  at  the  gates  prior  to  the  home  opener  on  Oct.  8.  Season- 
ticket  holders  will  be  invited  to  a  preseason  event  with  players,  coaches, 
the  general  manager  and  ownership.  Lou  DePaoli,  the  team's  executive 
vice  president  and  CMO,  says  that  sports  fans  are  particularly  receptive  to 
these  kinds  of  incentives.  "Little  things  go  a  lot  further  than  sending  some¬ 
one  a  leather  jacket,"  he  says. 

As  for  the  defending  Stanley  Cup  champion  Lightning,  COO  Henry 
expects  season  ticket  sales  for  this  year  to  reach  15,000,  up  from  10,500 
during  the  2003-04  season.  The  club  sold  $1.7  million  in  new  ticket  and 
suite  sales  the  week  the  tentative  agreement  between  players  and  owners 
was  announced  July  13 — more  than  double  what  he  expected.  "Being 
champions,"  he  says,  "puts  you  on  a  whole  different  platform." 

Promote  through  new 
channels. 

In  addition  to  its  local  and  national  TV  packages,  the  league  is 
looking  at  several  new  methods  for  promoting  hockey's  return.  The  media 
plan  for  the  upcoming  season  includes  advertising  on  handheld  devices 
and  podcasting  of  NHL  programming  (exactly  what  form  hasn't  been 
determined  yet).  The  league  has  deals  with  Nextel  and  Canada's  Bell 
Mobility  and  is  exploring  mobile  advertising  opportunities  with  both. 
Developing  content  suitable  for  the  Web  and  mobile  devices  is  a  response 
to  the  league's  tech-sawy  fans,  Horne  says. 


THE  LONGVIEW 


A 1 0-MONTH  WORK  STOPPAGE  has  the  potential  to  devastate  any  business.  The  Tampa  Bay 
Lightning  weathered  the  storm  by  staying  close  to  its  customers  and  maintaining  as  much 
of  a  business-as-usual  posture  as  possible. 

During  the  NHL  lockout,  the  Lightning  hosted  several  concerts  and  parties,  including  one 
that  marked  the  anniversary  of  the  team's  Stanley  Cup  championship.  Nearly  10,000  fans 
showed  up  to  watch  highlights  of  the  June  2004  final  game  and  get  their  pictures  taken  with 
the  Stanley  Cup. 

Equally  important  to  the  club's  success  during  the  lockout  was  its  internal  approach, 
including  its  decision  not  to  lay  off  any  employees,  says  Lightning  COO  Sean  Henry.  "We  don't 
have  a  short-term  approach  to  what  we  do.  We  didn't  look  at  a  24-hour  profit  and  loss 
statement,"  he  says.  "That's  why  we  didn't  lay  anyone  off.  We  thought,  Let's  take  what  we 
have  and  do  the  best  that  we  can."  -J.S. 


The  league  is  also  making  an  aggressive  push  into  branded  entertain¬ 
ment,  which  may  mean  that  your  favorite  NBC  stars  will  be  donning  N ew 
York  Rangers  jerseys  this  season.  Horne  says  the  league  is  exploring  addi¬ 
tional  tie-in  opportunities  with  movie  studios,  game  makers  and  the  like 
to  further  increase  exposure. 

The  teams  are  also  turning  to  their  most  visible  assets — the  players — 
to  help  rebuild  a  bond  with  the  fans.  The  Phoenix  Coyotes,  for  example, 
have  hired  ad  agency  Riester-Robb  to  help  promote  their  players.  "Players 
will  definitely  be  apart  of  what  we're  doing,"  says  Phoenix  CMO  Michael 
Bucek.  "They  have  agood  idea  of  the  big  picture,  of  what  the  organization 
is  trying  to  do."  Expect  teams  to  also  tap  into  former  players  that  have 
reached  celebrity  status.  The  Coyotes  have  taken  that  tactic  to  the 
extreme,  hiring  the  legendary  Wayne  Gretzky  as  their  coach. 

In  Toronto,  where  ticket  sales  aren't  a  problem  with  such  a  hard-core 
customer  base  (the  Maple  Leafs  expect  99  percent  of  season-ticket  holders 
to  renew  this  year),  promotions  will  focus  on  festivity:  performers,  con¬ 
tests,  music,  food  and  other  events  with  sponsors  and  broadcast  partners. 
'We  want  to  celebrate  that  hockey  is  back.  We  want  to  remind  fans  why 
they  love  hockey,"  Anselmi  says.  "We  need  to  let  them  know  that  church 
is  open,  and  off  we  go." 

Of  more  concern  to  the  league's  marketers  is  the  casual  fan — the  ones 
who  attended  the  occasional  game  but  never  really  missed  the  league  dur¬ 
ing  the  lockout.  To  attract  those  customers,  the  league  has  to  deliver  a  far 
broader  brand  promise.  We  need  to  be  more  relevant,"  Horne  says.  We 
need  to  be  perceived  not  as  a  sports  opportunity,  but  as  an  entertainment 
and  lifestyle  opportunity." 

Let  the  branding  game  begin.  • 

Jon  Surmacz  is  a  freelance  writer  based  in  Boston.  Send  comments  on  this  article  to 
cmofeedback@cxo.  com . 
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Keeping  employees  happy  has  a  way  of  trickling  down  to 
customers.  FedEx's  employee  training  opportunities  and 
Southwest's  personalized  birthday  wishes  are  just  two 
things  that  make  those  companies  great  places  to  work  and 
keep  customers  (and  profits)  on  the  rise.  By  Samar  Farah 


FedEx's  Bob  Bennett 
(standing)  shares  the  jf 
"People-Service-Profitji 
philosophy  with 
employees  (seated,  m 
from  left:  Philip  Dougl^, 
Lana  Luster  and  Carott 
Woodward)  to  keep  the 
company  focused  on 
customer  loyalty. 


Employee  Retention 


FEDEX  AND  SOUTHWEST 


are  very  much  alike.  Both  like  moving  at  high  altitudes  (one  moves  people;  the 
other  moves  packages).  Both  face  the  economic  pressures  of  running  a  lean 
operational  business  with  rising  fuel  prices.  And,  over  the  years,  both  have 
turned  impressive  profits  on  Wall  Street:  Southwest  boasts  32  consecutive 
years  of  profit  gain,  while  FedEx  remains  the  world's  number-one  express 
transportation  company  with  revenue  nearing  $30  billion  last  year. 


What's  more,  to  achieve  such  success,  both  have 
devoted  themselves  to  the  same  long-term  strategy: 
Loyal  employees  lead  to  loyal  customers,  which  leads  to 
increased  sales  and  profits. 

But  despite  so  many  similarities,  Southwest  and  FedEx 
are  two  very  different  places  to  work.  Southwest  Airlines 
is  the  extended  Italian  family  you  knew  growing  up,  with 
a  flamboyant  patriarch  (founder  and  chairman  Herb 
Kelleher)  and  a  den  mother  who  never  forgets  your  birth¬ 
day  (president  Colleen  Barrett),  insiderjokes,  and  ahead- 
quarters  decked  out  in  candid  "family"  photos.  The  bonds 
there  arejust  as  wacky,  though  more  indelible,  than  Kelle- 
her's  famous  faux  tattoo — an  airplane  touching  down  on 
his  bicep — and  once  you've  joined,  you're  likely  to  stay. 

If  Southwest  is  a  hippified  version  of  the  Sopranos — a 
lot  less  heat  and  a  lot  more  friendly  Southern  drawl — 
think  of  FedEx  as  the  Waltons.  Love  runs  deep  there,  from 
the  abundance  of  employee  training  opportunities  to  the 
frequent  meetings  between  management  and  staff.  But 
those  familial  bonds  exist  under  a  cool  formality,  a  vestige 
of  CEO  Fred  Smith's  experience  as  a  pilot  in  the  U.S. 
Marines  during  the  Vietnam  War.  At  FedEx,  meetings  are 
scheduled  well  in  advance,  individual  and  departmental 
roles  are  clearly  demarcated,  and  employee  complaints 
may  be  vetted  in  a  complex  tribunal  process. 

Make  no  mistake,  employee-centrism  at  both  of  these 
organizations  does  not  rest  on  altruistic  motives.  "FedEx 
and  Southwest  want  to  treat  employees  well,  but  they  still 
want  to  make  a  profit,"  says  Brenda  Ellington-Booth,  a  clin¬ 
ical  assistant  professor  of  management  and  organization  at 
N  orthwestern  University's  Kellogg  School  of  Management. 
"And  the  way  they  make  a  profit  is  through  their  people." 

It's  not  surprising,  then,  given  the  different  cultures, 
that  the  two  have  different  approaches  to  building  loyalty 


among  employees.  Like  proprietors  of  family  recipes  for 
tomato  sauce,  each  company  blends  the  ingredients  for 
loyal  customers — recognition  and  trust — in  its  own  way. 


SOUTHWEST'S  HIDDEN  ORDER 

outhwest  President  Colleen  Barrett  likes 
to  snub  anything  that  smacks  of  corpo¬ 
rate  convention. 

Titles?  'We  have  an  organization  chart. 
But  do  you  know  why  we  have  one? 
Because  we  were  sick  to  death  of  people 
asking  why  we  didn't  have  one.  We  just  don't  think  in 
terms  of  hierarchy  or  in  terms  of  detailed  structure,"  she 
says. 

Rules?  'We  don't  always  do  anythi ng.  We  believe  in  indi¬ 
vidually  handling  individual  situations,"  she  says.  Still, 
the  airline  does  have  one  rule — the  Golden  Rule — which 
forms  the  backbone  of  its  culture.  Treating  others  as  you 
would  want  to  be  treated  translates  as  "Everyone  is  a  cus¬ 
tomer,"  not  only  for  passengers,  but  for  every  Southwest 
employee — from  ticket  agents  to  senior  managers. 

"If  we  practice  the  Golden  Rule  every  day,  then 
employees  feel  good  about  what  they're  doing.  They're  apt 
to  smile  more  and  be  warmer.  If  that  happens  often 
enough  and  passengers  feel  that  proactive  customer  serv¬ 
ice,  then  they,  in  turn,  are  happy  and  come  back  more," 
Barrett  explains. 

At  Southwest,  the  practice  starts  with  hiring  people 
who  possess  the  right  traits  for  propagating  this  thinking. 
We've  spent  years  coming  up  with  characteristics  that  we 
think  it  takes  to  be  a  really  good  reservations  agent,  or  a 
really  good  pilot,"  says  Barrett.  We  came  up  with  profiles 
we  think  best  fit  eveiy  single  job  description." 

Barrett  is  not  talking  about  the  right  training  or  edu- 
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Southwest  Airlines 
President  Colleen  Barrett 
creates  a  culture  that 
follows  the  Golden  Rule. 


cation.  The  top  priority  when  hiring  for  any 
position  is  attitude.  Southwest  tends  to  hire 
people  who  possess  a  sense  of  humor  and  don't 
take  themselves  too  seriously.  But  the  most 
important  trait,  one  that  every  applicant  is 
screened  for,  is  a  propensity  for  serving  others. 

Once  on  board  (so  to  speak),  new  hires  are 
immediately  trained  to  think  of  every  coworker 
as  a  customer.  "We  put  people  through  cus¬ 
tomer-service  orientation  whether  they  have 
contact  with  the  public  or  not,"  explains  Bar¬ 
rett.  'We  tell  mechanics  their  number-one  cus¬ 
tomer  is  the  pilot.  We  tell  our  provisioning 
agents  their  number-one  customer  is  flight 
attendants,  and  so  on." 

This  message  is  reinforced  by  the  leadership. 
Barrett  herself  practices  the  Golden  Rule  by  see¬ 
ing  to  it  that  Southwest  recognizes  employee 
birthdays  and  anniversaries,  as  well  as  times  of 
particular  stress  or  illness,  with  a  card.  These 
personalized  notes  from  the  president  are  a  hall¬ 


mark  of  Southwest's  cultural  fabric,  and  help 
employees  see  themselves  as  part  of  a  family 
rather  than  just  another  cog  in  the  corporate 
wheel. 

But  what  really  distinguishes  Southwest  is 
how  it  manages  to  maintain  this  level  of  indi¬ 
vidualized  recognition  with  such  a  large  staff. 
"The  Golden  Rule  is  not  rocket  science,"  says 
Kevin  Freiberg,  coauthor  of  NUTS!  Southwest 
Airlines'  Crazy  Recipe  for  Business  and  Personal 
Success.  "The  challenge  comes  when  you  move 
from  1,000  to  25,000  to  close  to  40,000  employ¬ 
ees.  You  need  to  be  more  structured  about  what 
you're  doing,"  he  says. 

Southwest  has  managed  to  remain  sponta¬ 
neous  as  it  has  grown  into  an  airline  flying  in  60 
cities  while  sustaining  only  a  4.9  percent  attri¬ 
tion  rate  (that's  roughly  one-ninth  of  what  the 
transportation  industry  in  general  experienced 
last  year).The  trick,  largely,  has  been  to  orches¬ 
trate  organic  growth  that  doesn't  overwhelm 


the  work  environment.  For  example,  Barrett 
doesn't  store  everyone's  birthday  in  her  head; 
four  or  five  employees  help  her  maintain  a  data¬ 
base  with  such  information.  "If  an  employee 
gets  sick,  there's  a  system  built  that  says  he  or  she 
will  get  a  phone  call,  a  package,"  says  Freiberg. 
However,  he  adds,  "That's  all  behind-the-curtain 
system." 

And  like  the  cards,  the  candid  staff  photos 
bedecking  the  walls  at  Southwest's  headquar¬ 
ters  in  Dallas  contribute  tothesenseof  intimacy 
among  Southwest  employees.  But  keeping  that 
land  of  family-feel  alive  across  a  major  organiza¬ 
tion  requires  some  maneuvering  and  planning. 
Once  a  year,  a  team  of  Southwest  employees 
rotates  the  photos,  moving  pictures  on  the  first 
floor  to  the  second  floor  and  pictures  on  the  sec¬ 
ond  floor  to  the  third  floor  so  that  the  employ¬ 
ees  don't  gaze  each  day  upon  the  same  shot  of 
Kelleher  dressed  up  as  Elvis.  "I  think  in  many 
cases  there  are  more  systems  there  than  you  and 
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I— and  even  employees  at  the  airline — know 
about,"  says  Freiberg. 

Employees  who  work  for  a  company  that 
goes  to  such  effort  know  they  matter  (of  course, 
giving  stock  to  every  employee  doesn't  hurt 
either;  Southwest  employees  own  approxi¬ 
mately  1 3  percent  of  the  company's  shares).  But 
feeling  engaged  and  empowered  on  the  job  is 
equally  important  to  employee  loyalty.  And 
that's  accomplished  by  building  trust. 

Southwest  always  uses  its  own  staff  in  any 
advertising,  refusing  to  hire  actors.  That's  for 
two  reasons:  First,  the  tactic  is  consistent  with 
the  brand's  informal,  spontaneous  image. 
Second,  it's  an  innovative  way  of  increasing 
communication  between  employees  and  the 
marketing  department.  "If  I  spend  five  days  in  a 
commercial  shoot  and  I  understand  the  strategy 
behind  that,"  explains  Freiberg,  "I  bring  that 
back  to  my  department,  and  the  marketing  strat¬ 
egy  then  permeates  that  department." 

That  level  of  communication  helps  ensure 
that  all  employees  are  on  the  same  page  and 
raises  management's  trust  in  the  staff.  "Whether 
we're  hiring  for  any  department  or  approaching 
the  public,  it's  a  one-mission-statement,  one- 
team  approach.  We  all  approach  everything  from 
the  same  starting  place,"  says  Barrett. 

When  it  comes  to  responding  to  a  customer's 
complaint,  Barrett  starts  with  a  stable  of  writers 
who  can  pen  responses.  But  Southwest  employ¬ 
ees  are  not  told  to  blindly  follow  the  proverbial 
customer-is-always-right  rule.  When  Barrett 
trains  her  letter  writers,  she's  careful  to  remind 
them  that  there  will  be  circumstances  when 
employees  are  mistreated  by  customers,  and 
apologies  to  customers  are  not  always  in  order. 
Similarly,  employees  at  Southwest  are  encour¬ 
aged  to  let  their  personalities  shine  on  the  job. 
Notorious  for  its  frugal  in-flight  provisions. 
Southwest  encourages  its  flight  attendants  to 
entertain  passengers  by  playing  the  bazooka  or 
singing  the  national  anthem,  if  they  are  so  tal¬ 
ented.  And,  in  an  ultimate  vote  of  confidence, 
Barrett  OK'd  a  reality  TV  show  last  year  (called 
Airline  and  airing  on  the  A&E  Network)  cap¬ 
turing  Southwest  employees  on  the  job  to  give 


viewers  insight  into  the  glamorous  and  gruel¬ 
ing  careers  of  the  crew. 

That  kind  of  engagement  supports  richer 
experiences  between  employees  and  customers. 
It  encourages  employees  to  treat  customer  sit¬ 
uations  on  a  case-by-case  basis,  rather  than 
churning  out  a  corporate  mantra.  'When  you 
empower  employees,  they  have  more  job  satis¬ 
faction,  they  feel  more  important.  [Their  job]  is 
much  more  rewarding  and  fulfilling,"  says  mar¬ 
keting  consultant  Martha  Rogers,  coauthor  of 


Southwest 
always  uses  its 
staff  in  advertis¬ 
ing  because  it's 
an  informal  and 
innovative  way 
to  connect 
employees  to 
its  marketing 
message. 


Return  on  Customer.  Many  companies  define 
employee  satisfaction  by  focusing  on  environ¬ 
ment,  benefits  or  salary,  she  says.  "Those  are 
very  important,  but  generally  it's  considered 
separate  from  the  issue  of,  'I  feel  that  I'm  really 
doing  well,  I'm  helping  my  customers.'" 

FEDEX'S  LOVE  AFFAIR  WITH  METRICS 

— —1  n  contrast  to  Southwest's  casual  style, 
you're  not  likely  to  catch  a  FedEx  employee 
on  a  reality  TV  show.  FedEx  employees,  on 
average,  are  a  more  introverted  bunch, 
according  to  Adam  Pilarski,  senior  vice 
president  at  Avitas,  an  aviation  consulting 
firm.  "FedEx  is  less  touchy-feely  than  Southwest," 
he  says.  Where  Southwest  employees  are  awash 
in  parties  and  cards,  FedEx  employees  float  on  a 
Nile  of  nomenclature. 

Nonetheless,  FedEx  has  its  own  guiding 
principle  that  keeps  the  company  focused  on 
increasing  customer  loyalty:  the  PSP — or  "Peo¬ 
ple-Service-Profit" — philosophy.  Bob  Bennett, 
vice  president  of  global  organizational  learning, 
development  and  safety,  compares  the  rela¬ 
tionship  between  these  three  things  at  FedEx 
to  a  three-legged  stool — an  elegant  way  of 
thinking  about  the  interconnectedness  of 
employees  and  customers. 

"The  genius  of  PSP  was  not  just  the  tele¬ 
graphic  and  shorthand  way  the  principles  [of 
FedEx]  were  enunciated  and  communicated," 
writes  Madan  Birla  in  FedEx  Delivers,  "but  the 
metrics  that  were  put  in  place  to  measure 
whether  they  were  working."  Those  metrics 
include  ways  of  tracking  both  individual 
employee  achievements  and  customer  service. 

The  FedEx  plan  starts  each  year  with  an 
annual  officers  and  directors  meeting,  pulling 
together  the  company's  higher-level  employees. 
Senior  officials  from  all  FedEx  companies 
(FedEx  Express,  FedEx  Ground,  FedEx  Freight 
and  FedEx  Kinko's)  launch  their  meetings  with 
a  presentation  of  their  strategy  for  the  year. 
After  the  offsite,  executives  meet  with  man¬ 
agers  to  give  them  a  sense  of  where  the  company 
is  headed  in  the  next  12  months. 

Employee  performance  is  based,  in  part,  on 
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them. 

Online  customers  spend  more,  cost  less  and 
are  more  loyal.  But  if  you’re  not  engaging  them 
in  a  compelling  way,  your  competition  is  just 
a  click  away. 

Which  is  why  some  of  the  top  brands  in  the 
world  depend  on  LivePerson. 

By  proactively  engaging  your  online  customers, 
LivePerson  significantly  improves  conversion 
rates.  Reduces  shopping  cart  abandonment. 
And  lowers  the  cost  of  service. 

Read  how  we  did  it  for  Earthlink.  Download  the 
story  today. 


liveperson.com/convert 


uvEperson 


Employee  Retention 


programs  such  as:  MBOs — Management  by 
Objectives — and  PBOs — Performance  by 
Objectives.  With  the  PSP  philosophy  in  mind, 
FedEx's  MBO  program  is  directed  at  managers 
who  might  set  a  goal — an  MBO,  if  you  will — of 
decreasing  the  daily  percentage  of  damaged 
packages.  On  the  other  hand,  an  engineer 
might  be  working  toward  getting  up  to  speed 
on  a  new  technology  as  part  of  her  personal 
objectives  for  the  year. 

MBOs  and  PBOs  are  developed  and  linked  at 
the  company,  division,  departmental  and  indi¬ 
vidual  levels.  They  help  FedEx  employees  keep 
track  of  their  individual  progress  and  monitor 
how  it  maps  against  the  overall  corporate  strat¬ 
egy.  Quarterly  meetings  with  management  and 
staff  take  stock  of  employees'  progress  on  MBOs 
and  PBOs,  and  a  profit-sharing  system  at  the  end 
of  the  year  recognizes  individual  achievement. 
The  entire  organization  also  tracks  a  Service 
Quality  Index  (SQI) — a  list  of  factors  that  affect 
customer  satisfaction,  such  as  lost  packages,  dam¬ 
aged  packages  or  abandoned  phone  calls.  The 
index  is  reported  daily  to  all  corners  of  the  com¬ 
pany.  Once  per  year,  FedEx  Express  distributes 
the  Survey  Feedback  Action,  an  anonymous  sur¬ 
vey  with  a  consistent  97  percent  response  rate 
that  gauges  employee  satisfaction.  Every  quar¬ 
ter,  managers  meet  with  them  staff  i  ndividually 
to  ensure  "people"  initiatives  and  plans  are  car¬ 
ried  out  effectively  and  in  a  timely  manner.  The 
survey  results  help  measure  these  initiatives. 

The  abundance  of  scorecards  at  FedEx  might 
make  someone  such  as  Southwest's  Barrett 
cringe.  But  all  these  measurements  provide 
clear-cut  ways  that  employees  can  contribute 
to  the  company's  goals,  while  the  level  of  com¬ 
munication  surrounding  the  metrics  creates 
opportunities  for  employees  to  influence  the 
process.  As  a  FedEx  employee,  "you  know  that 
you  have  a  chance  to  talk  to  your  supervisors 
and  your  input  is  taken  seriously,"  Pilarski  says. 

FedEx  is  in  the  process  of  further  refining  its 
ways  of  measuring  employee  satisfaction.  Sim¬ 
ilar  to  the  Customer  Loyalty  Index  (CLI)  that 
the  marketing  department  is  developing,  the 
human  resources  department  is  now  research- 


Companies  at  a  Glance 

SOUTHWEST 

Started  in:  1971 
Headquarters:  Dallas 
Revenue:  $6.5  billion  (2004) 

Employees:  31 ,000  (2004)' 

CEO:  Gary  C.  Kelly 

Senior  VP  of  Marketing:  Joyce  C.  Rogge 

FEDEX 

Started  in:  1971 
Headquarters:  Memphis,  Tenn. 
Revenue:  $29  billion  (2005) 

Employees:  139,000  (2004) 

CEO:  Fred  Smith 

Executive  VP  of  Market  Development 
and  Corporate  Communications: 

T.  Michael  Glenn 


ing  an  Employee  Loyalty  Index  (ELI).  Like  the 
Survey  Feedback  Action,  the  ELI  is  based  on  a 
survey  distributed  to  all  employees.  It  poses 
essentially  three  questions  to  staff,  according 
to  Bennett:  How  would  employees  rate  their 
overall  satisfaction  with  working  at  FedEx? 
Would  they  recommend  it  to  others  as  a  place  to 
work?  How  likely  is  the  employee  to  continue 
working  at  FedEx? 

'We'll  be  able  to  react  more  quicldy  to  the  spe¬ 
cific  customer's  needs,  wants  and  desires,  and 
then  adapt  what  we  need  to  do  from  an 
employee  standpoint  to  make  that  happen," 
Bennett  says.  In  that  vein,  the  ELI  may  be  a  fig¬ 
ure  that  FedEx  updates  more  than  once  a  year, 
unlike  its  Survey  Feedback  Action. 

FedEx's  ELI/CLI  ratio  is  a  striking,  metrics- 
driven  testimony  to  the  direct  link  between 
loyal  employees  and  loyal  customers.  But  with¬ 
out  engaged  employees,  the  comparison  is  use¬ 
less.  According  to  author  Birla,  FedEx's  primary 
means  of  engaging  employees  is  by  encouraging 
what  the  express  delivery  service  calls  "Discre¬ 


tionary  Effort."  That  means  encouraging 
employees  to  use  their  own  judgment  during 
tricky  customer-relations  issues.  'We  encour¬ 
age  them  to  do  what  they  think  is  correct," 
explains  Bennett.  "If  they  have  an  unhappy  cus¬ 
tomer  and  they  need  to  send  them  flowers,  they 
can.  We  had  one  courier  who  had  a  flat  tire.  Fif¬ 
teen  minutes  later,  he  rented  a  cab  [and  deliv¬ 
ered  the  package].  We  didn't  question  it." 

It  may  be  a  far  cry  from  tap-dancing  down  the 
aisles  of  a  737,  but  it  has  the  same  goal  of  enrich¬ 
ing  customer  and  employee  interactions. 

And  like  Southwest,  FedEx  builds  manage¬ 
ment's  trust  in  the  staff  by  talcing  steps  to 
ensure  that  all  employees  are  on  the  same  page 
about  the  brand  message.  In  place  of  a  reality 
show,  the  company  has  its  own  broadcast  sys¬ 
tem  playing  on  TV  sets  positioned  throughout 
offices — every  25  feet  in  the  Memphis  hub. 
Employees  get  regular  updates  about  opera¬ 
tions,  community  efforts,  and  marketing  and 
communications  initiatives. 

A  news  network  and  a  reality  TV  show.  Those 
two  modes  of  communication  seem  to  sum  up  the 
tactical  differences  between  FedEx  and  South¬ 
west.  But  Pilarski  is  keen  to  stress  what  links 
them,  rather  than  focus  on  their  differences. 

"These  two  companies  realize  they  are  in  the 
service  industry,  and  they  know  that  if  the}'  keep 
their  employees  happy  their  customers  will  be 
happy,"  he  says.  "In  both  cases,  employees  can  tell 
that  the  company  cares  for  them,  they  know 
their  livelihood  depends  on  how  well  the  com¬ 
pany  does,  and  they  know  the  company  delivers." 

Your  company  may  be  neither  Sopranos  nor 
the  Waltons.  Maybe  it's  closer  to  the  Simpsons. 
Whatever  Hollywood  tribe  you  prefer,  an 
employee-centric  strategy  for  increasing  sales 
is  something  you  can  experiment  with  until  it 
bakes  up  perfectly.  Remember,  says  Kellogg's 
Ellington-Booth,  "Every  company  is  going  to 
have  their  own  idiosyncratic  way  of  executing 
this  strategy."  Don't  be  afraid  to  create  your 
own  family  recipe.  • 


Feature  Writer  Samar  Farah  can  be  reached  via  e-mail  at 
sfarah@cxo.com. 
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Prophets  2005  State  of  Marketing  Survey 


Driving  business  growth 
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t’s  THE  BEST  of  TIMES,  and  the  worst  of  times 
for  marketing  executives. 

On  one  hand,  the  economy  has  recovered, 
many  businesses  are  growing,  and  senior  market¬ 
ers  are  enjoying  new  clout 


“Now  is  not  the  time  to  rest  on  laurels,”  says  Scott 
Davis,  senior  partner  at  Prophet,  a  consultancy 
specializing  in  the  integration  of  marketing,  brand, 
and  business  strategies.  “It’s  getting  harder  to  maintain 
superiority  and,  frankly,  live  up  to  the  expectations  of 
senior  management.” 


in  the  executive  suite. 

But  on  the  other,  mar¬ 
keters  also  face  stronger 
competition,  larger,  more 
complex  brand  portfo¬ 
lios,  an  increased  range  of 
media  choices,  and  reduced 
resources-not  to  mention 
the  heightened  expecta¬ 
tions  of  senior  management 
looking  to  quantify  their 
marketing  ROI. 
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EXECUTIVE  SUMMARY 

THE  GOOD  NEWS:  Business  growth  is 
strong,  and  market  share  is  growing. 
THE  BAD  NEWS:  Marketing’s  role  in 
driving  this  growth  is  threatened  by  the 
chasm  between  its  need  to  influence 
the  customer  experience  and  its  ability 
to  do  so.  Leveraging  the  internal 
relationships  necessary  to  impact 
the  customer  experience  that  drives 
business  growth  is  a  huge  obstacle, 
with  many  marketers  claiming  no  role 
whatsoever  in  shaping  key  customer 
touchpoints. 

This  gap  is  one  of  the  highlights 
of  the  new  2005  State  of  Marketing 
Survey  sponsored  by  Prophet  and 
conducted  by  IDG  Research.  Read 
this  report  to  learn  more  about  the 
challenges  and  opportunities  facing 
marketing  executives. 


Worse,  Davis  points  out,  these 
obstacles  continue  to  push  marketing’s 
sphere  of  influence  further  and  further 
away  from  the  customer  experience, 
begging  the  question:  Do  senior 
marketers  have  the  tools  and  internal 
clout  to  rise  to  the  challenge  and 
address  CEO  mandates  for  growth? 

Prophet  and  IDG  Research  teamed 
up  to  answer  this  question,  contacting 
senior-ranking  marketers  across 
organizations  with  annual  revenues 
exceeding  $500  million  and  more  than 
1,000  employees. 
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Source  of  growth:  past  and  future 


PAST  12  MONTHS 


Existing  customers  54% 


Did  not  grow  4% 


Equal  existing/new  17% 


New  customers  25% 


many  marketers  play  absolutely  no  role  in  the  key  business 
functions  that  touch  customers.” 

The  survey  results  are  explored  in  more  detail  below. 


NEXT  12- 18  MONTHS 


New  customers  22% 


Equal  existing/new  45% 


Existing  customers  33% 


The  Results:  Optimism  and  Obstacles 

Survey  results  suggest  considerable  optimism  from 
marketing  executives.  And  it  appears  this  optimism  is 
warranted:  roughly  half  of  the  companies  surveyed  report 
growth  in  market  share.  Marketers  are  excited  about  their 
growth  trajectory,  too;  roughly  three-quarters  of  the 
companies  expect  to  grow  in  the  near  future. 

Yet,  even  marketers  are  reticent  to  attribute  market  share 
growth  to  brand  and  marketing  activities.  It’s  one  of  several 
areas,  according  to  Davis,  where  the  survey  uncovered 
significant  opportunities  for  improvement. 

“These  include  better  alignment  with  senior  management, 
deeper  integration  with  other  functional  areas  and, 
most  importantly,  greater  influence  over  the  customer 
experience,”  says  Davis.  “Marketers  obviously  understand 
the  importance  of  customer  insight  in  the  overall  scheme  of 
business  growth.  But  what’s  really  surprising  is  the  fact  that 


Growth  objectives 

Top  metric  for  defining  growth  as  reported  by  senior  marketers... 

Marketing  Management 

CEO 

Top-line  revenues 

37% 

25% 

Bottom-line  profits 

29% 

49% 

Market  share 

15% 

5% 

Volume 

7% 

3% 

Total  customers 

6% 

4% 

Stock  price 

2% 

11% 

Share  of  wallet 

2% 

0% 

Continuing  Misalignment  Between  CEOs 
and  Senior  Marketers 

One  of  the  fundamentals  of  good  marketing  is  to  work 
toward  clear,  agreed-upon  objectives  that  reflect  the  goals 
of  the  organization-^?^  the  mandates  of  the  CEO.  Survey 
results  suggest  that  objectives  are  indeed  clear,  but  “agreed- 
upon”  is  more  elusive. 

A  majority  of  the  respondents  define  business  growth 
as  top-line  revenues  and  bottom-line  profits  with  the  former 
singled  out  as  marketing  management’s  top  priority. 

Yet  when  asked  to  name  the  priorities  of  CEOs,  nearly 
50%  of  the  respondents  indicate  that  bottom-line  profits  rank 
highest  on  the  CEO’s  agenda,  followed  more  distantly  by 
top-line  revenues  (25%). 

These  results  indicate  a  worrisome  misalignment  between 
the  CEO’s  and  senior  marketer’s  priorities  that  if  left 
unchecked,  could  lead  to  disaster.  As  Davis  points  out, 
marketing  executives  are  often  quick-rightly  so-to  develop 
brand  portfolio  strategies  that  generate  revenue.  Yet,  senior 
management  could  argue  that  cutting  costs  and  reducing 
investments  in  marketing  offer  a  faster  track  to  bottom- 
line  profitability.  “To  succeed,  marketers  need  to  wear  both 
hats,”  says  Davis.  “By  taking  a  customer-centric  approach 
to  assessing  growth  opportunities,  marketers  can  enhance 
revenue  and  return  on  marketing  investment.” 

Some  survey  respondents  echo  Davis’  thoughts.  “Many 
marketing  professionals  forgot  along  the  way  that  the  goal 
has  always  been  about  creating  revenue  profitably,”  says  one 
senior  marketer.  This  individual’s  solution:  Marketers  must 
acknowledge  that  financial  goals  don’t  kill  creativity;  they 
enhance  it. 

Other  growth-related  highlights  include: 


1)  Companies  Banking  on  New  Customers 

Growth  statistics  are  promising,  with  a  healthy 
75%  of  respondents  expecting  market  share 
growth  over  the  next  12-18  months.  More  than 
half  the  growth  experienced  by  respondent 
companies  over  the  past  12  months  came  from 
existing  customers,  and  one-quarter  came  from  new 
customers.  Looking  ahead,  respondents  most  often 
expect  future  growth  to  come  in  equal  parts  from 
existing  and  new  customers  (45%).  This  suggests 
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“Products  and  services  are  becoming  increasingly  commoditized, 

and  one  of  the  only  remaining  ways  to  distinguish  yourself  is  in 

the  relationship  you  have  with  your  customer.’' 


new  customers  are  expected  to  deliver  more  growth  than 
in  the  past;  a  typical-and  tricky  expectation,  says  Davis. 
“Marketers  should  beware  of  chasing  new  customer  growth 
as  a  matter  of  habit,”  he  says.  “Rather,  insightful  marketers 
first  pursue  the  most  profitable,  actionable  segments  within 
their  current  customer  base.” 

2)  New  Products,  Improved  Marketing  are  Drivers 

When  it  comes  to  growth  drivers,  respondents  most  often 
identify  existing  products/services  and  new  products/services 
as  primary  contributors  during  the  past  12  months.  Going 
forward  12-18  months,  almost  two  thirds  of  respondents 
see  new  products/services  along  with  improved  branding/ 
marketing  as  key  growth  drivers.  Interestingly,  when  queried 
about  drivers  during  the  past  12  months,  only  38%  of 
respondents  cite  improved  branding/marketing.  Davis  says 
this  statistic  points  to  increased  confidence  in  marketing  as  a 
prominent  growth  driver.  Also  noteworthy,  over  90%  of  the 
respondents  whose  market  share  is  shrinking  believe  cost¬ 
cutting  is  by  far  the  greatest  driver  of  business  results. 

To  solidify  the  customer  relationship,  marketing  must 
help  propel  innovation,  both  in  the  product/service 
portfolio  and  in  brand/marketing  activities.  “It’s  not  just 
about  bells,  whistles,  and  fanfare,”  Davis  says.  “Marketers 
must  better  understand  customers  and  own  the  thinking 
around  break-through  programs,  products,  and  services  that 
will  drive  the  business  forward.” 

Marketing  can  do  this  successfully  by  becoming  the 
arbiter  of  customer  relevance 
and  collaborating  with  others  in 
the  organization  to  influence  the 
customer  experience. 

3)  Customer  Service,  Experience 
are  Critical 

More  than  two-thirds  of  the 
respondents  rate  marketing  strategy  as 
critical  to  achieving  their  companies’ 
growth  goals  over  the  next  12-18 
months,  followed  closely  by  customer 
service  and  delivery ,  customer 
experience,  business  strategy,  and  sales 
force.  But  when  asked  to  identify  the 
most  critical  aspect,  respondents 
definitely  have  customer-centric 
issues  on  their  minds;  nearly  one 
third  of  respondents  cite  customer 
service  and  delivery  and  customer 
experience,  followed  distantly  by 


business  strategy  and  marketing  strategy.  Surprisingly, 
advertising  and  promotions  barely  register,  garnering  1% 
each. 

“Clearly,  senior  marketers  recognize  the  significance  of 
the  customer-centric  aspects  of  marketing,”  Davis  says. 

“This  reflects  the  increasing  power  of  the  customer  and  the 
importance  of  touchpoints  that  extend  beyond  marketing 
communications.” 

“After  all,  it’s  not  just  about  creating  the  best 
advertisement  or  promotion,”  says  Davis.  “Marketers 
need  to  know  what  motivates  customer  behavior  and 
understand  how  to  develop  profitable  relationships  with 
customers  over  time.” 

And  survey  respondents  agree.  As  one  states:  “Products 
and  services  are  becoming  increasingly  commoditized,  and 
one  of  the  only  remaining  ways  to  distinguish  yourself  is  in 
the  relationship  you  have  with  your  customer.” 

How  Marketers  Influence  Growth-and  How  Customers 
Should  Influence  Marketers 

A  senior  marketer’s  ability  to  drive  growth  is  rooted 
in  organizational  influence  and  relationships  with  key 
functional  disciplines.  As  decision  makers,  some  marketers 
have  more  power  than  others.  It’s  not  surprising  that  most 
respondents  claim  decision-making  authority  for  marketing 
(74%)  and  brand  (60%)  matters.  These  same  respondents 
play  a  noticeably  smaller  decision-making  role  in  business 
strategy,  with  fewer  than  one  third  serving  as  primary  or 

joint  decision  makers. 

“This  is  a  huge  opportunity  for 
marketers,”  Davis  says.  “Simply 
being  invited  to  the  table  gives 
marketers  a  voice  in  business 
strategy,  but  now  they  need 
to  leverage  that  voice  to  effect 
change  and  impact  the  customer 
experience.” 

On  the  downside,  a  significant 
percentage  of  marketers  play 
absolutely  no  role  in  functions 
close  to  the  customer,  such  as 
customer  experience  ( 1 8%),  customer 
service  (33%),  pricing  (43%),  and 
the  sales  force  (45%). 

“The  fact  that  a  significant 
percentage  of  marketers  play 
no  role  in  levers  that  reach  the 
customer  is  a  huge  red  flag,”  says 
Davis.  “Senior  marketers  have  to 


Breaking  down  the 
State  of  Marketing  Survey 


PARTICIPANT  PROFILE 

Senior  most  marketing  person: 

50% 

Senior  most  brand  steward: 

43% 

Average  years  on  the  job: 

4.5 

COMPANY  PROFILE 

Average  annual  revenues:  $11.9  BILLION 

Average  number  of  employees: 

18,292 

MARKETING  PROFILE 

Innovative  approach  to  marketing: 

41% 

Average  investment  in  marketing: 

7.6% 

SPONSORED  SUPPLEMENT 


Prophet’s  prescription  for  success 

Focus  on  Customer  Insights  (not  data):  Marketers  must  better 
understand  customers  and  own  the  thinking  around  break¬ 
through  programs,  products,  and  services  that  will  drive  the 
business  forward. 

Use  Internal  Alliances  to  Drive  External  Impact:  Marketing  has 
a  voice  in  strategy,  but  senior  marketers  need  to  forge  alliances 
with  sales,  HR,  IT,  and  other  critical  internal  partners  to  play  a 
driving  role  in  the  customer  experience. 

“Do  More  With  Less"  by  Optimizing  Marketing  Investment: 

Budgets  are  smaller  and  accountability  is  greater.  Marketers  must 
allocate  resources  based  on  customer  impact  and  marketing 
effectiveness  -  not  tradition.  Changing  this  paradigm  will  help 
drive  both  top-  and  bottom-line  growth. 


get  closer  to  the  customer  if  they  want  to  drive  the  material 
impact  that  is  expected  of  them.” 


Internal  Relationships  Are  Strong 

A  majority  of  the  respondents  rate  collaboration  with  other 
functions  within  their  company  as  either  very  or  moderately 
successful.  They  cite  factors  contributing  to  successful 
relationships  including  shared  objectives,  understanding  the 
other’s  role,  and  respect.  Factors  contributing  to  unsuccessful 
relationships  include  silos/ cultural  norms,  lack  of  shared 
objectives,  and  a  lack  of  understanding. 

In  addition,  86%  of  the  respondents  indicate  that 
the  collaboration  between  corporate  and  business  unit 
marketing  is  successful,  while  corporate  marketers  are 
more  likely  than  business  unit  marketers  to  describe  the 
relationship  as  highly  successful  (30%  vs.  21%).  Marketing’s 

collaboration  with  HR 


About  Prophet 

Prophet  is  a  leading 
consultancy  specializing 
in  the  integration  of 
marketing,  brand,  and 
business  strategies.  Prophet 
helps  companies  grow 
and  transform  by  getting 
more  out  of  their  brands, 
marketing  investments, 
and  people.  Prophet  has 
helped  such  clients  as 
BP,  Maidenform,  Philips, 
and  UBS  achieve  top-  and 
bottom-line  growth  by 
strengthening  customer 
relationships,  identifying 
new  business  opportunities, 
effectively  managing  brands 
and  marketing  investments, 
and  enabling  employees 
to  deliver  on  the  brand 
promise. 


and  IT  appears  more 
problematic,  with  over 
20%  of  respondents 
describing  the  relationship 
as  below  average  or  not  at 
all  successful.  While  this 
may  seem  insignificant 
at  face  value,  the  gap 
is  troubling  given  HR 
and  ITs’  ability  to  equip 
employees  to  deliver  on  the 
brand  promise  and  capture 
key  customer  insights. 
Successful  collaboration 
with  these  functions  can 
have  a  dramatic  impact 
on  marketing’s  ability  to 
drive  growth  and  warrants 
special  attention. 

Virtually  all  of  the 
respondents  believe  that 


“it  is  important  for  their  companies  to  integrate  business, 
brand,  and  marketing  strategies,”  with  99%  specifying 
very/somewhat  important.  But  Davis  points  out,  “This  flies 
in  the  face  of  their  rating  of  relationships  and  influence  over 
touchpoints-such  as  product  development,  customer  service 
and  delivery,  distribution,  pricing,  and  the  sales  force-and 
success  in  business  integration.”  Notably,  only  1 1%  of 
respondents  rate  their  organization  as  very  successful  when  it 
actually  comes  to  integrating  business,  brand,  and  marketing 
strategies. 

All  in  all,  however,  collaboration  between  marketers  and 
other  functional  areas  of  the  business  appears  to  be  generally 
positive,  which  again  suggests  that  marketers  value  cross¬ 
functional,  company-wide  collaboration. 

“With  so  much  riding  on  this  collaboration,  marketers 
must  make  the  most  of  their  relationships,”  adds  Davis. 


Obstacles  to  Growth:  Competition  Is  King 

Growth  always  comes  with  hurdles.  Respondents  believe 
that  strong  competition  was  the  leading  obstacle  to  business 
growth  over  the  past  12  months  and  will  continue  to  be 
over  the  coming  12-18  months.  “But  marketers  should  be 
careful  not  to  ascribe  everything  that  ails  their  organization 
to  strong  competition,”  Davis  warns.  “This  external  focus 
prevents  marketers  from  appropriately  attending  to  internal 
issues.” 

Davis  believes  marketers  can  influence  many  of  the 
obstacles  that  were  cited  including:  inconsistent  customer 
experience,  as  well  as  barriers  like  lack  of  internal  alignment, 
insufficient  investment  in  marketing  and  advertising,  and 
ineffective  allocation  of  marketing  investment. 

“Budgets  are  smaller  and  accountability  is  greater,  so 
marketers  must  invest  more  wisely,  rather  than  investing 
more,”  Davis  cautions.  “By  investing  in  the  levers  that  most 
influence  customers,  and  taking  advantage  of  existing 
synergies,  marketers  can  simultaneously  impact  both  top- 
and  bottom-line  growth-which  is,  after  all,  the  ultimate 
objective  of  senior  marketers  in  the  know.” 


ATION  ON  DRIVING  GROWTH 


■turn 

For  more  insights  from  the  Prophet  State  of  Marketing  Survey,  and 
to  learn  more  about  marketing-  and  brand-driven  growth,  please 
visit  www.prophet.com.  The  site  also  includes  articles,  case  studies, 
updates  on  relevant  industry  events,  and  other  information  to  help 
marketers  succeed  in  driving  profitable  growth. 


PROPHET 


Subscribe  to  CMO  -  FREE. 


What’s  CMO  about?  It’s  about  the  art  and  science  of  marketing.  It’s  about  your  need  to  evolve  and 
excel.  It’s  about  building  your  brand  and  bottom  line.  It’s  about  learning  from  peers  and  pros.  It’s 
about  you.  Discover  firsthand  how  CMO  magazine  can  help  you  keep  tabs  on  the  marketing  ideas  and 
innovations  you  need  to  know  about  to  do  your  job.  Go  to  www.cmomagazine.com/subscribe/HA104 
and  complete  an  online  application  right  now.  It’s  fast.  It’s  easy.  It’s  free.  And  it’s  named  after  you. 
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"We  have  an  operating 
business  model  that 
is  client-centric,"  says 
Shauneen  Bruder, 
head  of  client  and 
marketing  strategy, 
RBC  Financial  Group. 


RBC  Royal  Bank  has  opened 
a  window  on  the  unmet 
needs  of  its  customers— 
and  grown  its  market 
share— using  segmentation 
By  Alice  Dragoon 

IF  BANKS  COULD  CHOOSE  THEIR  CUSTOMERS  the 

way  kids  choose  sides  on  the  playground,  customers  in 
the  18-to-35  age  bracket  would  be  picked  last.  With  their 
relatively  small  incomes,  low  account  balances  and  large 
student  loan  debts,  young  customers  aren't  exactly  the 
sort  over  whom  the  average  bank  salivates. 

At  RBC  Royal  Bank,  however,  executives  recognized 
that  some  of  those  impecunious  young  customers  might 
eventually  turn  into  wealthy,  profitable  customers. 
RBC  analysts  pored  through  the  bank's  data  on  this 
group  looking  for  subsegments  with  a  strong  potential 
for  rapid  income  growth.  Their  analysis  identified  med- 
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Case  Study 


RBC  Financial  Group  CIO  Martin  Lippert:  "We  may  have  customers  we're  not  making  money  on,  but  we 
look  at  that  as  more  our  problem  than  the  customer's." 


ical  school  and  dental  school  students  and 
interns  as  a  group  with  a  high  potential  to  turn 
into  profitable  customers. 

So  in  2004  the  hank  put  together  a  program 
to  address  the  financial  needs  of  credit-strapped 
young  medical  professionals,  including  help 
with  student  loans,  loans  for  medical  equipment 
for  new  practices  and  initial  mortgages  for  their 
first  offices.  Within  a  year,  RBC's  market  share 
among  customers  in  this  subsegment  shot  from 
2  percent  to  18  percent,  and  the  revenue  per 
client  is  now  3.7  times  that  of  the  average  cus¬ 
tomer.  In  addition,  Martin  Lippert,  vice  chair¬ 
man  and  CIO  at  RBC  Financial  Group  (the  brand 
umbrella  for  RBC  Royal  Bank  and  the  rest  of  the 
enterprise),  says  the  bank's  willingness  to  help 
these  young  professionals  get  started  will  likely 
be  rewarded  with  a  lower  attrition  rate  down  the 
road. 

"We  may  have  customers  we're  not  making 
money  on,  but  we  look  at  that  as  more  our  prob¬ 
lem  than  the  customer's,"  Lippert  says.  "Our 
opportunity  lies  in  finding  what  the  needs  of 
the  customer  might  be  so  we  can  offer  them 
additional  products  and  get  them  to  a  point 
where  we're  making  some  return." 

While  lots  of  companies  claim  they're  cus¬ 


tomer-centric,  RBC  is  one  of  just  a  handful  of 
organizations  that  segment  customers  based  on 
customer  needs,  not  their  own.  "We  don't  talk 
about  client  relationship  marketing  or  segmen¬ 
tation,"  says  Shauneen  Bruder,  head  of  client 
and  marketing  strategy  for  RBC  Financial 
Group.  "We  have  an  operating  business  model 
that  is  client-centric.  That's  just  the  way  we  do 
business."  By  focusing  its  operations  on  address¬ 
ing  customer  needs,  RBC  has  grown  its  market 
capitalization  from  $18  billion  almost  six  years 
ago  to  close  to  $50  billion  today. 

Few  companies  are  as  sophisticated  at  seg¬ 
menting  customers  as  RBC.  Many  don't  do  any 
customer  segmentation  at  all,  and  those  that  do 
typically  don't  reap  much  value  from  the  exercise 
because  they  segment  on  the  wrong  criteria.  Pre¬ 
cise,  needs-based  customer  segmentation  is  time- 
consuming  and  difficult,  and  very  much  in  its 
infancy.  But  it's  worth  doing  because  it  enables 
cost-effective  targeting  of  customers  with  prod¬ 
uct  and  service  offerings  that  precisely  match 
their  needs.  That  kind  of  precise  targeting  lets 
companies  avoid  spending  a  bundle  on  largely 
ineffective  mass  mailings — and  alienating  cus¬ 
tomers  with  irrelevant  offers.  It's  the  quintes¬ 
sential  win-win:  Customers  get  what  they  want 


The  Wrong  Way  to 

Segment  Customers 

Many  segmentation  efforts  today  are  an 
exercise  in  futility  because  companies  are 
basing  their  segments  on  inappropriate 
criteria,  says  Larry  Selden,  coauthor  of 
Angel  Customers  &  Demon  Customers  and 
professor  emeritus  of  finance  and  eco¬ 
nomics  at  Columbia  Business  School.  As  a 
result,  organizations  often  wind  up  with 
segments  that  drain  marketing  resources, 
instead  of  with  segments  that  lead  to 
more  effective  ways  of  running  the  busi¬ 
ness  or  meeting  customers'  needs.  For 
convenience,  companies  organized  along 
product  lines  often  segment  customers  by  what 
they  buy.  This  approach,  however,  risks  alienat¬ 
ing  customers  in  two  ways:  Customers  who  hap- 
pen  to  be  in  more  than  one  segment  get 
bombarded  with  multiple,  uncoordinated  offers. 
And  big  spenders  in  one  product  category  who 
start  buying  in  a  second  category  are  justifiably 
miffed  if  they're  treated  as  strangers. 

Segmenting  by  demographics  is  also  quite 
common,  but  it's  generally  not  useful  unless 
customer  needs  happen  to  align  neatly  with 
demographic  characteristics.  Lego  customers' 
needs,  for  example,  do  tend  to  shift  with  age. 
Preschoolers,  after  all,  play  very  differently 
with  Legos  than  kids  who  are  between  5  and  14 
years  old  (what  Lego  calls  the  in-school  seg¬ 
ment).  And  the  30,000-plus  adult  Lego  fans 
tend  to  be  hobbyists  with  a  completely  differ¬ 
ent  mind-set  altogether.  Yet  considering  age 
alone  isn't  sufficient;  Lego  also  looks  at  what 
users  do  with  their  bricks.  In-school  kids  who 
focus  on  building  when  they  play  will  likely 
want  plain  bricks,  but  those  who  focus  on  role- 
playing  usually  gravitate  toward  themed  sets. 
Cases  in  which  demographics  alone  are  an  indi¬ 
cator  of  a  common  need  are  generally  rare. 

A  lot  of  companies  segment  customers  by 


and  subsequently  buy  more;  companies 
waste  less  money  and  increase  sales  and 
profits. 

"The  more  you're  able  to  do  for  the 
customer,  the  more  likely  she  is  to  pay 
attention  to  the  next  offer,"  says  Martha 
Rogers,  coauthor  of  Return  on  Customer 
and  cofounder  of  Peppers  &  Rogers 
Group.  Yet  "companies  are  not  doing 
nearly  so  much  as  they  can,  given  their 
data  capabilities." 
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Advertising  Supplement 


Earning  A  Seat 
In  The  Boardroom 

Marketing 


HP  is  one  of  the  leading  technology  companies 
in  the  world,  with  over  $83  billion  in  annual 
revenues  and  serving  a  broad  spectrum  of 
customers  from  global  enterprises  to  more  than  a 


Credibility 


billion  consumers  worldwide.  Delivering  a  globally 

consistent,  high-quality  customer  experience  is  critical  to  its  success. 

Yet,  given  its  size  —  over  140,000  employees  operating  in  178  countries 
—  maintaining  this  consistency  and  responsiveness  was  challenging. 

After  the  merger  with  Compaq,  Mike  Winkler,  Executive  Vice 
President,  Customer  Solutions  Group,  HP,  faced  the  added  challenge  of 
aligning  and  optimizing  the  activities  of  86  different  marketing  organi¬ 
zations  around  the  globe  —  each  with  its  own  systems,  resources, 
budgets  and  marketing  processes.  "One  of  my  first  priorities  as  CMO," 
states  Winkler,  "was  to  use  systems  and  analytics  to  evaluate  our  mar¬ 
keting  spend  and  how  we  could  optimize  it,  with  the  goal  of  honing 
marketing  to  be  a  true  long-term  contributor  to  HP's  success." 

Winkler  opted  to  get  the  job  done  by  partnering  with  Siebel 
Systems,  HP  Services  and  an  SI  partner  to  deploy  an  insight-driven, 
closed-loop  solution  that  links  marketing  strategy  to  measurable 
business  results.  The  first  phase  of  the  project,  completed  in  6  months, 
focused  on  deploying  a  marketing  resource  management  solution 
to  HP's  3,500  marketing  users  worldwide,  using  Siebel  Enterprise 
Marketing  Suite  and  Siebel  Business  Analytics  fully  integrated  with 
HP's  back-office  financial  systems. 

Today,  the  entire  HP  marketing  organization  uses  the  same  processes, 
system,  language  and  metrics  to  plan,  execute,  and  optimize  its  market¬ 
ing  investments. 

To  learn  more  about  HP’s  successful 
reinvention  of  marketing  and  how  Siebel 
and  HP  can  help  you  achieve  break¬ 
through  marketing  results,  simply  visit 
www.siebel.com/marketing-hp 
or  call  us  at  800-307-2181. 


The  solution  provides 
every  marketer  with 
near  real-time  cus¬ 
tomer  and  business 
insights  that  lead  to 
smarter  decisions 
about  how  and  where 


they  spend  money. 

Winkler  adds,  "Siebel  Enterprise  Marketing  Suite  and  Siebel  Business 
Analytics  offered  a  dramatic  improvement  not  just  in  the  efficiency  and 
effectiveness  of  our  spend,  but  also  in  our  knowledge  of  what  was 
appealing  and  what  was  not  appealing  to  customers." 

Ultimately,  the  solution  helped  align  marketing  with  the  strategic  priori¬ 
ties  of  HP  —  earning  marketing  an  influential  position  in  the  boardroom. 


Marketing  is  now  responsible  for  leading  and  synthesizing  HP's  long- 
range  plan.  "Marketing  is  at  the  strategic  table  at  all  times  and 
constantly  brings  the  voice  of  the  customer  to  bear  in  every  decision 
that  we  make  as  a  company."  says  Winkler. 

Now,  HP  and  Siebel  Systems  are  working  together  to  bring  to  market 
a  breakthrough  Insight-Driven,  Closed-Loop  Marketing  solution.  They 
offer  an  integrated  packaged  software,  services  and  infrastructure  solu¬ 
tion  that  leverages  the  success  and  experience  at  HP.  Marketing  organi¬ 
zations  now  have  a  new  option  to  improve  effectiveness,  accountability 
and  control  while  reducing  costs,  risks  and  time  to  market. 


It  all  comes  down  to  winning  results. 


"In  the  end,  our 
annual  marketing 
spend  has  been 
reduced  by 
15 percent Winkler 
boasts.  “At  the  same 
time,  we  have  been 
able  to  double  our 
spend  in  advertising 
for  brand  and 
demand  generation." 

—  Mike  Winkler, 
Executive  Vice  President, 
Customer  Solutions  Group,  HP 
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ITS  ALL  ABOUT  THE  CUSTOMER 


Case  Study 


revenue,  on  the  assumption  that  revenue  is  a 
good  indicator  of  profit.  But,  Selden  argues, 
that's  hardly  ever  the  case.  When  he  segmented 
one  major  retailer's  customers  by  revenue,  some 
segments  producing  the  largest  revenue  also 
generated  some  of  the  lowest  gross  profits. 
Selden  maintains  that  an  effective  segmenta¬ 
tion  strategy  should  begin  with  a  profitability 
analysis,  divvying  customers  into  10  deciles 
ranging  from  most  to  least  profitable. 

It's  not  agi  ven  that  all  or  even  most  customers 
within  a  certain  profitability  decile  are  necessar¬ 
ily  alike.  Even  so,  understanding  which  cus¬ 
tomers  are  profitable  and  which  aren't  is  a  good 
starting  point.  The  trick  is  to  delve  into  each  prof¬ 
itability  segment  to  look  for  hints  of  possible  sub- 
segments,  that  is,  customers  whose  behavior 
patterns  or  other  shared  characteristics  suggest 
they  might  have  common  unmet  needs. 

Once  RBC  identified  the  shared  unmet  needs 
of  young  medical  professionals,  it  was  able  to 
put  together  targeted  offers  to  meet  those  needs 


and  increase  the  profitability  of  that  subseg¬ 
ment.  "The  goal  for  segmentation  is  to  put  cus¬ 
tomers  in  homogeneous  groups  based  on 
common  needs  and  wants  that  you  can  act  on 
with  a  common  solution,"  says  Selden.  "So  who 
are  all  the  people  you  can  go  at  with  a  common 
offer  that  will  make  you  a  boatload  of  money?" 

The  RBC  Way 

Determining  your  customers'  needs  is  not  a  one¬ 
time  exercise.  Although  this  means  you  can 
never  be  done  with  the  process  of  needs  identi¬ 
fication,  thegood  news  is  that  you  don't  have  to 
be  perfect  on  the  first  go-round.  Effective  seg¬ 
mentation  is  an  exercise  in  fine-tuning.  For 
instance,  RBC  started  back  in  1992  with  just 
three  customer  segments:  high,  medium  or 
lower  profitability.  Over  time,  its  segmentation 
process  has  become  much  more  sophisticated. 
Today  the  bank  has  more  than  80  customer 
models  in  its  data  warehouse,  and  each  month  it 
scores  all  of  its  eligible  customers  on  all  relevant 


strategic  and  tactical  models.  (Customers  who 
have  opted  out  of  having  RBC  use  their  infor¬ 
mation  for  promotional  purposes  aren't  scored 
at  all.) 

Strategic  models — including  profitability, 
life  stage,  potential,  defection  risk,  client  com¬ 
mitment  or  loyalty  and  overall  risk — help  the 
bank  home  in  on  customers'  needs  and  priorities. 
Tactical  models — such  as  propensity  to  buy,  the 
likelihood  of  a  customer  canceling  a  product  or 
service  and  the  degree  to  which  a  customer  uses 
the  products  he's  acquired — are  used  to  identify 
revenue  opportunities  andgenerate  lead  lists  for 
employees  who  deal  directly  with  customers. 

Scoring  customers  on  the  80-plus  models  is 
helping  RBC  generate  more  than  13  million  tar¬ 
geted  leads  each  month.  Roughly  6  million  leads 
are  used  by  salespeople  to  reach  out  to  cus¬ 
tomers.  The  other  7  million  are  called  "sales 
opportunities"  to  be  used  when  the  customer 
initiates  contact  with  RBC.  That  means  call  cen¬ 
ter  reps  and  branch  employees  have  targeted 
product  pitches  to  offer  customers  after  they've 
handled  a  customer  request. 

The  three  most  critical  models  that  drive 
RBC's  business  are  profit  potential,  current  prof¬ 
itability  and  life  stage,  says  Gaetane  Lefebvre, 
vice  president  of  client  knowledge  and  insights 
at  RBC  Financial  Group.  "If  you  have  these  three 
things,  you  can  fundamentally  manage  your 
business  very  well,"  she  says.  "Those  are  the  ones 
we've  been  using  as  a  proof  of  concept  since  as 
early  as  1996."  RBC's  method  of  proj ecting  poten- 
tial  for  each  customer  is  so  proprietary  that 
Lefebvre,  who  reports  to  Bruder,  won't  even  dis¬ 
cuss  it,  aside  from  saying  that  it  is  not  simply  a 
lifetime  value  calculation.  (See  "The  Lifetime 
Value  Equation,"  Page  48.)  "Profitability  is 
extraordinarily  important  and  it's  where  you 
want  to  start,"  says  Lefebvre.  "But  it's  not  very 
informative  for  understanding  client  needs." 

For  that,  RBC  relies  on  a  variety  of  models, 
including  one  that  Bruder  calls  the  "founda¬ 
tional"  life-stage.  Using  this  life-stage  model, 
developed  using  statistical  modeling  tech¬ 
niques  (supplemented  by  focus  groups,  surveys 
and  third-party  research)  the  bank  divides  indi¬ 
vidual  clients  into  five  strategic  life  stage 
segments: 

1 .  Youth:  These  are  clients  who  are  younger 
than  18. 

2.  Getting  Started:  These  clients,  generally 
between  18  and  35,  are  going  through  first  expe¬ 
riences:  graduation,  first  credit  card,  first  car. 


7  Tips  for  Successful  Segmentation 

A  Put  each  customer  in  only  one  segment.  Otherwise,  customers  can  get  bom- 
I  barded  with  multiple,  uncoordinated  offers. 

2  Be  channel-neutral.  Customers  should  get  the  same  offers  no  matter  which  channel 
they  use.  So  custom  product  recommendations  should  be  available  to  all  customer¬ 
facing  employees  and  delivered  to  customers  who  go  online. 

3  Give  customer-facing  employees  specific,  action-oriented  intelligence.  Don't 
give  them  data  that's  open  to  interpretation.  Tell  them  exactly  which  offer  is  most 
appropriate  for  each  customer. 

4  At  the  outset  of  customer  segmentation,  give  the  sales  force  only  the  best 
leads  to  ensure  a  very  high  success  rate.  Once  the  sales  force  sees  the  value  of 
segment-driven  sales  recommendations,  you  can  expand  the  lead  list  to  include  more  cus¬ 
tomers,  giving  a  "propensity  to  buy"  score  for  each  so  that  reps  understand  what  level  of 
receptivity  to  expect. 

5  Give  a  senior  manager  P&L  responsibility  for  each  segment.  Doing  so  ensures 
that  a  company  gets  the  most  value  from  its  segmentation  strategy. 

6  Put  senior  management  in  charge  of  driving  segmentation.  As  RBC  Financial 
Group  Vice  Chairman  and  CIO  Martin  Lippert  notes,  companies  may  miss  part  of  the 
customer  perspective  if  only  a  single  line  of  business  is  pushing  segmentation.  Also,  seg¬ 
mentation  is  less  prone  to  budgetary  constraints  if  it's  funded  by  the  enterprise  instead  of 

by  a  single  group. 

7  Start  small,  then  evolve.  First  divide  customers  into  a  few  coarse  segments,  then 
gradually  break  them  into  smaller,  more  precise  subsegments.  But  don't  wait  until 
you've  got  it  all  perfect.  Just  begin.  -a.d. 
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Case  Study 


The  Lifetime  Value  Equation 

IN  FINANCIAL  SERVICES,  calculating  the  lifetime  value  of  customers  is  something  of  a  mis¬ 
nomer,  because  few  if  any  banks  attempt  to  project  customer  value  beyond  five  years.  The 
calculation  typically  involves  looking  at  a  customer's  age,  tenure  and  number  of  products 
and  services  used,  as  well  as  his  propensity  to  acquire  additional  products  and  services 
minus  the  risk  that  he'll  defect  on  his  current  products  and  services.  The  value  of  the  cus¬ 
tomer's  projected  portfolio  can  then  be  calculated  using  typical  profitability  figures  for  each 
product  and  service. 


first  loan,  marriage,  first  child. 

3.  Builders:  These  clients,  usually  between  35 
and  50,  are  in  their  peak  earning  years.  Typically 
they  borrow  more  than  they  invest,  as  they 
build  families  and  careers.  With  many  expenses, 
their  primary  goal  is  to  manage  their  debt  load 
effectively. 

4.  Accumulators:  Typically  between  50  and 
60,  these  clients  are  worried  about  saving  for 
retirement  and  investing  wisely.  They  want  to 
know  if  they've  saved  enough  to  retire,  if  they'll 
have  to  change  their  lifestyle  when  they  retire 
and  if  they'll  need  to  work  to  supplement  their 
retirement  income. 

5.  Preservers:  The  primary  needs  of  these 
clients,  who  are  usually  older  than  60,  are  to 
maximize  retirement  income  and  maintain  the 
lifestyle  they  desire.  They  typically  manage 
multiple  income  sources  and  are  starting  to  do 
estate  planning. 

Lefebvre  and  her  team  overlay  these  life- 
stage  segments  with  other  strategic  models 
such  as  profitability,  potential,  client  credit  risk 
and  client  vulnerability  (risk  of  leaving  the 
organization)  onto  the  bank's  objectives:  retain¬ 
ing  profitable  customers,  growing  customers 
with  potential,  managing  and  controlling  cus¬ 
tomers  with  higher  credit  riskprofiles  and  opti¬ 
mizing  the  costs  of  less  profitable  customers. 
"Virtually  everything  we  do  attempts  to  dedi¬ 
cate  scarce  resources  to  the  areas  of  highest 
opportunity,"  says  Bruder.  "And  we  do  that 
through  the  client  lens." 

Targeting  the  Snowbirds 

Once  you've  identified  a  group  of  customers 
who  appear  to  have  common  needs,  you  have  to 
determine  if  you  can  profitably  offer  a  value 
proposition  to  meet  those  needs.  It's  all  about 
finding  the  ideal  middle  ground  between  seg¬ 
ments  of  one  (it  would  be  too  expensive  to 
address  customers'  needs  individually)  and  seg¬ 


ments  that  are  so  large  and  heterogeneous  that 
it's  impossible  to  tailor  an  offering  to  meet  every 
customer  need. 

"Normally,  companies  start  with  a  relatively 
small  number  of  segments,  which  are  fairly 
coarse,"  says  Selden.  "But  if  you  have  40  million 
customers  and  five  segments  with  8  million  cus¬ 
tomers  per  segment,  the  chances  of  those  being 
highly  homogeneous  are  very  limited."  The 
goal,  then,  should  be  to  evolve  those  segments 
into  more  precise  subsegments  that  allow  you 
to  deliver  more  targeted  value  propositions. 

"Subsegmenting,"  Selden  says,  "is  where  the 
gold  is." 

Defining  a  useful  subsegment  generally 
involves  a  deep  dive  into  the  most  profitable 
end  of  the  segment  to  tease  out  distinct  behav¬ 
ior  patterns.  Delving  into  RBC's  "preservers" 
segment,  Lippert  says,  helped  the  bank  to  notice 
a  subsegment  of  people  who  spent  a  lot  of  time 
out  of  the  country  during  certain  months. 
Many  of  these  were  snowbirds  escaping  to 
Florida  to  avoid  the  harsh  Canadian  winters. 
Because  RBC  has  branches  in  the  United  States, 
the  bank  quickly  realized  that  snowbirds  repre¬ 
sented  a  sweet  spot  of  untapped  potential. 

To  address  these  customers'  unmet  needs, 
RBC  put  together  a  "snowbird  package"  that 
included  travel  health  insurance,  easy  access  to 
Canadian  funds,  online  consolidated  account 
review,  real-time  transfers,  the  ability  to  lever¬ 
age  a  Canadian  credit  history  to  secure  mort¬ 
gages  in  the  United  States  and  a  toll-free  number 
for  cross-border  banking  questions.  RBC  also 
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began  introducing  customers  in  the  snowbird 
subsegment  to  personal  bankers  in  the  United 
States. 

To  market  the  snowbird  package,  the  bank 
used  a  variety  of  channels.  Branch  relationship 
managers  talked  to  target  customers  about  the 
package  as  they  stopped  in  to  buy  travelers 
checks  and  exchange  currency.  The  bank  also 
reached  snowbirds  through  airport  advertising, 
newspapers  and  specialty  magazines.  But 
Bruder  says  the  package's  value  proposition  is 
so  compelling  that  viral  marketing  proved  to  be 
a  major  factor  in  the  strategy's  success:  "We'd 
have  whole  retirement  communities  arrive  at  a 
branch  after  one  or  two  clients  started  telling 
their  story." 

Implementing  the  snowbird  strategy  helped 
the  bank  sell  a  higher  than  average  number  of 
products  per  client  in  that  subsegment.  That 
translated  to  a  250  percent  increase  in  net 
income  per  client  for  RBC  before  taxes.  Equally 
stunning  is  the  45  percent  decrease  in  the  defec¬ 
tion  rate  among  the  snowbirds.  Because  it  costs 
RBC  a  projected  five  to  10  times  as  much  to 
acquire  a  new  customer  as  it  does  to  hold  onto 
an  existing  one,  Lippert  says  that  a  reduction  in 
the  defection  rate  adds  significantly  to  the 
institution's  overall  P&L.  The  package  has  been 
so  successful  that  the  bank  now  offers  a  similar 
RBC  Access  U  SA  package  to  other  groups  of  cus¬ 
tomers,  such  as  students  and  executives,  who 
spend  a  lot  of  time  in  the  United  States. 

Although  the  snowbird  subsegment  turned 
out  to  be  highly  profitable,  unearthing  other 
subsegments  may  reveal  that  they  are  financial 
drains  on  the  institution.  When  RBC  uncovers 
unprofitable  behavior  patterns,  it  looks  for 
ways  to  more  efficiently  address  those  cus¬ 
tomers'  needs. 

For  example,  the  least  profitable  group 
within  the  preservers  segment  turned  out  to 
contain  a  number  of  Canadian  retirees  whose 
fixed  incomes  plummeted  in  value  when  inter¬ 
est  rates  fell  and  stock  returns  diminished. 
Because  of  the  poor  return  they  were  getting  on 
their  investments,  they  were  highly  dissatis¬ 
fied — as  well  as  frustrated  with  the  limited 
advice  offered  by  financial  institutions. 

Although  RBC  was  losing  money  on  these 
customers,  it  still  considered  them  valuable 
because  they  carried  twice  as  many  products 
and  sendees  as  the  average  preserver.  It  turned 
out  they  were  keeping  large  balances  in  short- 
termguaranteed  investment  certificates  (GICs, 
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the  Canadian  equivalent  of  a  certificate  of 
deposit)  that  they  were  rolling  over  instead  of 
cashing  in.  And  because  they  were  good  at  nego¬ 
tiating  higher  rates  when  they  rolled  over  their 
GICs,  they  were  that  much  more  unprofitable 
for  RBC.  So  the  bank  developed  a  group  of  cash¬ 
flow  model  portfolios  to  offer  these  customers. 
The  portfolios,  which  typically  include  mutual 
funds  as  well  as  GICs  and  vary  by  level  of  risk 
and  expected  return  on  investment,  deliver  a 
better  return  as  well  as  tax  breaks. 

The  customers  are  thrilled  because  they 
make  more  money  and  get  to  keep  more  of  what 
they've  invested.  The  bank  is  equally  thrilled: 
Within  two  years,  RBC  has  generated  21,000 
new  retirement  income  plans  and  achieved  a 
net  growth  of  $  1  billion  in  account  balances. 

The  Value  of  All  That  Slicing 
and  Dicing 

Companies  that  get  the  most  from  their  seg¬ 
mentation  strategies  don't  just  pay  lip  service 
to  the  importance  of  segmentation,  they  organ¬ 
ize  their  operations  around  addressing  cus¬ 
tomer  needs.  At  RBC,  a  senior  manager  with 
P&L  responsibility  manages  each  segment.  In 
addition,  the  bank  offers  very  specific,  action¬ 
able  data  to  customer-facing  employees. 


"Different  people  can  interpret  data  in  a  dif¬ 
ferent  manner,"  says  Lefebvre.  'We  didn't  want 
to  provide  data  that  anyone  would  have  to 
interpret.  So  we  give  them  something  very  spe¬ 
cific,  such  as  'For  this  client,  offer  a  preapproved 
line  of  credit,'  or  'Call  this  client  about  a  regis¬ 
tered  investment  [the  Canadian  equivalent  of  a 
401(k)plan].'" 

So  whether  a  customer  dials  into  the  call 
center,  visits  a  branch  or  talks  to  a  manager,  she 
will  get  the  same  offer,  delivered  through  a 
CRM  system  prompt  to  the  employee  who 
interacts  with  her.  "Delivering  data  on  a  real¬ 
time  basis  to  reps  when  they  are  engaging  the 
client  has  a  tremendous  lift,"  says  Lippert.  "In 
some  organizations,  they're  pushing  home 
equity  lines  this  month,  credit  cards  next 
month.  Our  folks  are  asking  clients  about 
particular  products  that  our  intelligence  tells 
us  are  the  ones  that  those  clients  are  likely  to 
purchase." 

Bruder  agrees  that  getting  rich  customer 
insights  to  the  point  of  contact  in  the  branch  or 
contact  center  is  critical.  "If  you  can't  actually 
leverage  the  insights  to  make  a  difference  there, 
then  you're  not  changing  the  client  experience," 
she  says. 

By  segmenting  its  customers  and  offering 


them  targeted,  relevant  offers,  RBC's  personal 
and  commercial  division  reached  its  goal  of 
increasing  revenue  by  SI  billion.  Since  October 
2003,  client  defection  has  decreased  from  8.4  per¬ 
cent  to  6.2  percent,  while  the  number  of  high- 
value  clients  has  increased  from  17.1  percent  to 
19.1  percent  of  the  client  base  today.  RBC  also 
boasts  a  return  on  equity  of  nearly  25  percent. 

Strong  bottom-line  results  command  man¬ 
agement's  respect.  But  many  marketers  today 
are  losing  influence  in  the  CEO's  office,  says 
Selden,  in  part  because  a  lot  of  marketing  work 
hasn't  shown  much  clear  benefit  to  the  cus¬ 
tomers,  the  sales  team  or  other  parts  of  the  busi¬ 
ness.  At  RBC,  however,  the  value  of  marketing 
is  clear — and  clearly  understood. 

"I  don't  spend  a  lot  of  time,  frankly,  trying  to 
persuade  internally,"  says  Bruder.  "I  don't  have 
to.  We  run  our  company  with  a  marketing  dash¬ 
board.  Together,  we're  all  working  toward 
growing  the  number  of  products  and  services 
per  client,  increasing  our  cross-sell  ratios  and 
reducing  client  attrition.  Those  are  the  kinds  of 
bellwether  measures  we  monitor." 

At  RBC,  the  data  that  drives  smart  market¬ 
ing  is  seen  as  a  vital  resource.  'We  have  a  culture 
that  recognizes  that  what's  in  the  information 
vault  is  as  critical  to  us  as  what's  in  the  money 
vault,"  says  Lippert.  But  just  like  money  in 
the  bank,  the  value  of  good  customer  data 
compounds  annually. 

"It's  important  to  understand  that  [seg¬ 
mentation  is]  not  typically  a  year-one,  year- 
two  payback  land  of  investment,"  he  says. 
"It's  something  that  gets  better  with  time  and 
gets  better  with  the  organization's  ability  to 
understand  the  data." 

Lefebvre  says  that  companies  just  starting 
down  the  customer  segmentation  path 
should  view  it  as  an  evolutionary  process  and 
just  jump  in  and  begin.  "Don't  wait  for  every¬ 
thing  to  be  perfect,"  she  says,  "and  don't  wait 
for  the  next  piece  of  data  before  you  do 
things.  Often  you  can  improve  the  business 
successfully  in  a  rudimentary  way.  Ten  years 
ago  we  were  not  as  granular." 

"Segmentation,"  she  says,  "is  a  journey."  • 


Alice  Dragoon  is  a  freelance  writer  living  in  Lexington, 
Mass.  Send  comments  to  cmofeedback@cxo.com. 


A  version  of  this  article  was  originally  published  in  the 
Oct.  7  issue  of  our  sister  publication,  CIO  magazine.  If 
your  CIO  hasn't  read  this  yet,  he  should! 


RBC  Financial  Group  VP  Gaetane  Lefebvre:  "Profitability  is  extraordinarily  important  and  it's  where 
you  want  to  start.  But  it's  not  very  informative  for  understanding  client  needs." 
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keting  is  to  d  rive  the  company  ahead.  Period. 
It's  hard  work  that  requires  commitment, 
expertise  and  passion.  Any  CMO  who  views 
it  any  other  way  is  an  overpaid  relic  of  days 
gone  by.  The  real  responsibility  of  marketing 
is  to  grow  the  company  by  leveraging  exist¬ 
ing  assets  and  core  competencies  and  then 
applying  them  to  new  opportunities. 

Enlightened  companies  currently  experi¬ 
encing  strong  growth  expect  marketing  to 
exert  cross-functional  influence  across  sales, 
manufacturing,  product  development,  dis¬ 
tribution  and  finance.  To  do  all  this,  keep  this 
disciplined  approach  in  mind: 


■  Apply  marketing  cross-functionally.  With¬ 
out  companywide  alignment  and  adherence 
to  this  objective,  growth  will  not  occur. 

■  Know  where  you're  going.  Success  doesn't 
occur  by  accident,  and  you  can't  build  luck 
into  your  business  plan.  Have  a  destination  in 
mind;  then  set  in  motion  the  plans  toget  there. 

■  Get  the  right  people.  I  f  you  want  extraordi¬ 
nary  results,  you  need  extraordinary  people 
to  help  you  achieve  them. 

■  Understand  consumer  motivations.  Market 
to  your  consumers'  and  customers'  motiva¬ 
tions,  not  to  their  consumption  patterns. 

■  Knowthateverything  communicates.  From 
the  copy  on  the  back  of  your  packaging  to  the 
way  your  customer  service  reps  answer  the 
phone,  if  you  are  not  activating  your  chosen 
brand  positioning  across  every  facet  of  your 
customers'  experience,  you  are  at  risk. 

■  Measure  everything.  Makesureyouinvestin 
those  things  that  are  working  and  eliminate 
those  that  are  not.  Otherwise,  you  are  subject  to 
finance's  vision  of  marketing,  not  yours. 

These  may  sound  easy  enough,  but  they 
are  hard  to  do  (especially  at  large,  process- 
driven  companies).  The  biggest  step  you  can 
take  is  to  create  a  culture  that  values — and 
rabidly  pursues — growth.  Unless  the  entire 
organization  embraces  this  culture,  growth 
will  chug  along  slowly  or  grind  to  a  halt  alto¬ 
gether.  1  f  you're  not  prepared  to  think  and  act 
differently,  you're  destined  to  be  dependent 
on  luck  and  hope  for  success  to  occur.  And  if 
that's  your  plan,  then  good  luck  to  you.  • 


Sergio  Zyman  is  chairman  and  founder  of  Zyman 
Group  ( www.zyman.com ).  Send  feedback  to 
insider@cxo.com. 


Growing  Pains 

Here's  howyour  company  can  jump-start  organic  growth 

BY  SERGIO  ZYMAN 


Think  for  a  minute  about  the  recent  history  of  growth. 

In  the  early  1990s,  growth  occurred  via  diversification  (a  la  Disney,  GE).  The  mid- 
'90s  gave  birth  to  the  commercialization  of  the  Internet  and  with  it,  new  distri¬ 
bution  channels  (Amazon),  new  technologies  (Google),  and  new  access  (AOL). 
Companies  such  as  Dell  and  Cisco  really  found  their  footing.  By  2000,  we  were 
growing  by  vertical  consolidation  and  by  eating  our  own  (DaimlerChrysler,  HP/Compaq). 
Today,  we've  bought  virtually  all  our  competitors,  and  those  that  haven't  been  bought  are 
either  too  expensive  or  too  risky.  We've  outsourced  to  Mexico,  China,  India  and  Latin  America. 
Accounting-based  consultancies  have  shown  us  how  to  increase  productivity  to  our  highest 
levels  ever.  But,  although  growth  continues  to  be  a  must-have,  and  companies  are  seeking  it 
with  the  same  zeal  as  their  predecessors,  many  tapped  out. 

Growth  is  about  selling  more  stuff  to  more  people  more  often  for  more  money  more  effi¬ 
ciently.  Isn't  that  what  the  CMO  was  hired  to  do  in  the  first  place?  With  seemingly  nothing  left 
to  buy  and  productivity  levels  screaming  along  at  record  highs,  it's  time  for  your  chiefgrowth 
officer  to  step  in.  What  ?  Your  company  doesn't  have  have  a  CGO?  Of  course  it  does!  Your  CGO — 
the  person  responsible  for  producing  sustainable  and  profitable  organic  growth  for  you  r  entire 
company  and  integrating  your  growth  agenda  across  all  functions  of  the  organization — is  you! 

The  C  in  your  title  requires  you  to  play  a  critical  role  for  your  entire  company.  But  that 
responsibility  is  not  simply  given  to  you:  You  have  to  take  it.  Other  C-level  executives  are  likely 
to  still  think  of  marketing  with  a  small  m.  But  when  a  CMO  functions  as  a  CGO,  powerfully 
positive  results  become  less  of  a  vision  and  more  of  a  reality. 

Marketing  is  a  science,  as  well  as  an  investment  that  pays  returns.  Yet  many  CMOs  still  view 
marketing  as  simply  the  sum  total  of  ads,  promotions,  trade  shows,  retailer  support  and  so  on. 
And  since  most  CMOs  cannot  show  an  ROI,  these  activities  are  viewed  as  an  expense  instead  of 
an  investment — which  is  why  marketing  budgets  keep  getting  cut  by  finance.  The  role  of  mar- 
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Customer  demands 
are  a  moving  target.  But 
mySAP  CRM  gives  you  the 
agility  to  stay  ahead  of  the  game,  it 
enables  real-time  end-to-end  marketing, 
sales  and  service  operations.  Which  means 
you  have  instant  access  to  customer  information 
and  every  customer  is  a  happy  one.  That’s  why 
companies  like  Oakley  and  Brother  International 
already  rely  on  us.Visitsap.com/speakscrm 
to  see  how  we  can  help  your  business. 


THE  BEST-RUN  BUSINESSES  RUN  SAP 


The  Conference  Board 


THE  2005 

Marketing  Conference 

NOVEMBER  9-10,  2005  new  YORK  ^  THE  CMO  AS  CHIEF  GROWTH  OFFICER 


Chief  Marketing  Officers  and  senior  marketing  executives  will  gather  at  this  prestigious  forum  to 
discuss  marketing  and  growth  strategies.  The  program  focuses  on  three  important  themes: 

•  The  role  of  marketing  in  innovation  and  growth  and  how  CMOs  can  make  their 
companies  more  innovation-driven 

•  Customer  experience,  brand  loyalty  and  how  customer-centric  organizations  foster  growth 

•  Using  innovations  in  marketing  processes  to  streamline  organizations  and  gain  efficiency, 
contributing  to  profitability. 

Join  us  at  the  53rd  Marketing  Conference  to  hear  from  an  elite  group  of  marketing  and  business 
leaders  forging  new  strategies  and  marketing  and  transforming  their  organizations. 


Confirmed  Speakers  Include: 

Mark  Blecher 

Senior  Vice  President  of  Marketing 
Hasbro  Games 

Janice  Chaffin 

Chief  Marketing  Officer 

Symantec 

Scott  Fuson 

Chief  Marketing  Officer 
DowCorning 

Ed  Galla 

Vice  President,  Worldwide  Communications 
Xerox 


T.  Michael  Glenn 
Executive  Vice  President,  Market 
Development  &  Corporate  Communications 
FedEx  Corporation 

Diane  Gulyas 

Chief  Marketing  and  Sales  Officer 
DuPont 

Kate  Hutchison 

Chief  Marketing  Officer 

Citrix 

Marise  Kumar 

Vice  President,  Business  Strategy  &  Core 

Competencies 

Whirlpool  Corporation 


Susanne  D.  Lyons 
Executive  Vice  President  and 
Chief  Marketing  Officer 
Visa  USA 

James  Richardson 
Senior  Vice  President,  Chief 
Marketing  Officer 
Cisco  Systems 

Robert  Schroko 

Vice  President,  Database  Marketing  /  CRM 
Saks  Fifth  Avenue 

Arun  Sinha 

Chief  Marketing  Officer 
Pitney  Bowes 


For  more  information  log  on  to 

www.conference-board.org/marketing.htm 

or  call  Customer  Service  at  212  339  0345 


Pre-Conference  Seminar 
Marketing  Resource  Management 
November  8,  2005 

Conference 

The  2005  Marketing  Conference 

November  9- 1 0,  2005 

The  Waldorf =Astoria 

New  York,  NY 
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which  fold  neatly  in  seconds,  catches  plenty  of  eyes — and 
prospects.  That  curiosity  factor  has  proven  a  powerful  way  to 
reach  new  customers,  particularly  in  the  company's  early  years 
when  marketing  money  was  tight.  "The  nature  of  anything  cus¬ 
tom  is  you  will  have  or  generate  ^ ■ 
an  interest  group,  community 
group  or  cult,"  says  Chiang.  "We 

call  it  a  community."  -  BeriM'-Coni k:T  find  lackie  rvao:- 

Bike  Friday  has  cultivated  this  ®  autf  :  f, ; !.s  y y" ;  ; 

community  in  a  number  of  ways,  m  ‘y"  f" "  Mrf;v  ,r 

notably  through  its  10  Bike  Friday  ™ 

Clubs  of  America  ( and  Beyond ).  e  5  '-*1  'E\  ^ 

Chiang  describes  these  groups  as 

self-perpetuating  loyalty  centers  h.ia,,Pc< 

m  the  field,  whose  activities  pro-  ■ 
vide  a  social  outlet  for  riders 
and  help  generate 

referrals.  To  "seed"  a  club,  Chiang  e-mails  contacts 
^  ^  lf||^L  from  the  database  within  a  60-mile  radius  of  a 
%JSyB  new  location. 

.  ^  The  company  also  uses  a  refer- 

ral  awards  program. 

■k 

/  set  of  12  prepaid 

postage  cards  with 

fe.  Bike  Friday  expert  who  sold 

them  their  bike.  Whenever  a 

Continued 


Bike  maker  gears  up  customer  evangelists 


Margaret  Day  loves  to  talk  about  her  bicycle — almost  as  much  as  she 
loves  to  ride  it.  And  that's  a  good  thing  for  custom  cycle  maker  Bike 
Friday:  Day,  a  70-something  Australian,  has  made  about  100  cus¬ 
tomer  referrals  worth  more  than  $300,000  in  sales  since  her  first 
bike  purchase  in  1 995.  "I  simply  cannot  stop  telling  people  about  the 
Bike  Fridays,"  she  says.  Her  most  recent  referral,  in  March,  garnered 
almost  $5,000  worth  of  bicycle  sales  for  the  company. 

You  can't  buy  that  land  of  loyalty  but  you  can  cultivate  it — and 
that's  precisely  what  Green  Gear  Cycling 
(known  as  Bike  Friday  after  its  signa-  — 

ture  product)  has  done.  Through  ufgJjNKKKK^^* 

newsletters,  bike  clubs  and  a  refer- 

ral  rewards  program,  it  has  built  a  /  J  g  i 

community  of  customer  evangel-  II g  IK  M 

ists  whose  word-of-mouth  testi-  fl  JK  M 

mony  has  proven  more  effective  jf  JK  K 

for  the  company  than  mounting  Jf  IK  1|| 

an  expensive  advertising  cam-  /Ji  /f  ||g 

paign.  "We  get  key  customers  / /l\  IK  K 

who  are  excited  to  be  /  /  I  \  » jtBL  JBa 

involved,"  says  Bike  Friday  /  /  1  \  J^K  r 

Customer  Evangelist  /  I  \  \ 

Lynette Chiang.  "They  [  V  \  \w^T 

attract  others  and  this  ere-  l  \  mKp^m  1 

ates  community."  \  gHSK  jfjKm$ 

It  doesn't  hurt  that  the  \ 

unusual  styling  of  the  ^^K 

high-end  travel  KK  (  TliS 

bikes,  i  '  Ms? 
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BIKE  FRIDAY  Customer 
Evangelist  Lynette  Chiang: 
involving  key  customers  builds 
community  and  buzz. 
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meets  someone  whose  interest  is 


Do  You  Hear  What  I  Hear? 


piqued  by  his  bike,  he'll  fill  out  a 
card  and  drop  it  in  the  mail.  Bike  Fri¬ 
day  then  mails  information  to  the 
contact.  It  also  captures  this  inter¬ 
action  in  its  database  so  that  riders 
who  make  a  referral  receive  a  bonus 
if  their  prospect  purchases  a  bike. 
Customers  can  choose  either  a  $50 
check  or  $75  credit  toward  future 
products.  Day  accumulated  enough 
referral  credits  to  purchase  a  $2,000 
bike  last  year. 

The  referral  program  has  helped 
the  company  acquire  more  than  a 
third  of  its  10,000  customers;  it 
also  helps  drive  sales.  Over  the  last 
three  and  a  half  years,  the  program 
has  generated  $1.3  million  in  sales. 
In  2004, 29  percent  of  its  sales 
came  from  referrals. 

"We  did  a  lot  more  press  releases 
and  advertisements  early  on,  but 
we  realized  our  customers  were  our 
best  advertisers — if  we  made  them 
happy,"  explains  Hanna  Scholz, 

Bike  Friday's  marketing  manager. 

Customer  evangelism  is  one  of 
many  forms  of  word-of-mouth 
marketing,  but  it  is  one  of  the 
most  successful,  according  to 
Stephen  Wayhart,  principal  at 
BrandMill,  an  integrated  market¬ 
ing  firm.  "These  people  have  bat¬ 
tle-tested  your  product  or  service. 
They're  so  passionate  about  it,  and 
they  tell  things  in  their  own 
words  to  others,''  he  says. 

The  tactic  works  because  people 
basically  want  to  make  the  world  a 
better  place,  according  to  Guy 
Kawasaki,  author  of  The  Art  of  the 
Start  and  How  to  Drive  Your  Compe¬ 
tition  Crazy.  That  is  the  frequent 
difference,  he  says,  between  evan¬ 
gelism  and  sales.  "When  you  have 
such  a  cause,  then  people  will  view 
i  t  as  'good  news'  and  they  will 
spread  this  good  news,"  Kawasaki 
says.  "It  works  because  people  have 
other  people's  best  interests  at 
heart."  -Vicki  Powers 


Software  keeps  tabs  on  a  company's  good  name 


SOMEONE,  SOMEWHERE 

is  saying  something  about  your 
company  online.  You  don't 
know  what  it  is,  but  you  need 
to  find  out  fast.  Now  you  can, 
thanks  to  an  explosion  of 
software  programs  that 
track  and  evaluate  brand 
and  product  mentions  in 
blogs,  message  boards,  chat 
rooms  and  websites. 

These  programs,  which  go 
underthe  umbrella  name  of  reputation 
intelligence,  have  become  "essential,"  says 
James  Fetig,  vice  president  of  media  relations  for 
Raytheon.  "These  tools  are  like  your  iPod.  You  can't 
leave  home  without  it." 

Raytheon's  public  relations  staff  started  using 
such  a  program  lastyearto  monitor  ongoing  news 
stories  and  to  anticipate  problems  and  opportuni¬ 
ties  for  press  coverage.  The  software  also  tracks 
how  the  defense  contractor  is  doing  within  its 
industry  and  compares  it  to  its  competitors.  "We 
measure  30  different  data  points  in  terms  of  how  we 
trend,  how  much  focal  coverage  we  get,"  says  Fetig, 
who  is  prevented  from  naming  the  software  by 
company  policy.  Raytheon  also  looks  at  who's  being 
quoted,  which  reporters  or  news  organizations 
write  more  often  about  its  competitors,  and 
whether  that  coverage  is  positive  or  negative. 

The  defense  and  aerospace  systems  giant  used 
to  rely  solely  on  subscription  databases  and  search 
engines  for  this  kind  of  intelligence.  While  those 
tools  did  give  the  company  access  to  a  lot  of  infor¬ 
mation,  "you  still  have  to  have  somebody 
comb  through  it  and  pick  out  the  good  from 
the  bad  and  figure  out  what  it  means,"  says 
Fetig. 

Reputation  management  programs  from 
a  host  of  vendors  automate  and  speed  up 
the  process.  They  search  for  all  online  men¬ 
tions  of  a  company,  brand,  product  or  per¬ 
son,  show  where  and  when  a  comment 
appeared,  then  rate  what  was  written  as 
pro,  con  or  neutral.  Some  monitor  newspa¬ 
per  and  broadcast  coverage  as  well.  And 
several  systems  rank  the  influence  of  a 
comment's  source. This  helps  a  company 
determine  whether  "a  comment  is  impor¬ 
tant  and  not  just  one  disgruntled  customer 


or  loudmouth  sounding  off,"  says  Jim  Nail,  a  princi¬ 
pal  analyst  at  Forrester  Research. 

Nail  says  marketers  are  using  this  software  pri¬ 
marily  to  follow  viral  and  buzz  marketing  efforts  and 
to  work  on  quality  control  issues.  For  buzz  market¬ 
ing,  these  programs  monitor  how  well  a  message  is 
getting  distributed  and  the  reaction  to  it.  Nail  also 
knows  of  at  least  two  companies,  an  automaker  and 
a  consumer  electronics  manufacturer,  that  look  for 
mentions  of  problems  with  product  lines  or  specific 
components. 

Nail  says  it's  unclear  how  many  companies  are 
using  reputation  management  programs  but  he 
does  believe  use  is  increasing  rapidly.  "If  you'd 
asked  me  even  six  months  ago  l  would  have  said 
they're  off  in  a  corner  doing  their  thing,"  he  says. 
"Now  marketers  are  paying  more  attention  to  this." 


-Constantine  von  Hoffman 


Senior-level  marketers  surveyed  who  said 
that  defining,  measuring  and  taking  action 
on  ROI  is  important.  However,  only  20  per¬ 
cent  are  satisfied  with  their  ability  to  do  so. 

SOURCE:  MMA,  ANA  AND  FORRESTER  RESEARCH 


October  2005  cmomagazine.com 


ILLUSTRATION  BY  HARRY  CAMPBELL 


2005  Marketing  Budget 


Other  Activities 
2% 


Marketing  Support 
&  Sales  Tools 
20% 


,  V. 


Advertising 

31% 


Collateral 
6%  ' 


Public  Relations 
6% 


Analyst  Relations 

i  2% 


KHl  ■V.-  t. 


15  of  the  top  20  IT  vendors  are 
using  the  CMO  Advisory  to  guide 
them  with  their  planning.  James 
Richardson,  CMO  of  Cisco  is  a 
power  user: 

“Cisco  is  making 
significant  marketing 
planning  and  operational 
decisions  based  on  the 
analysis  provided  by  the 
IDC  CMO  Advisory 
Service” 

—  James  Richardson, 
Sr.  Vice  President 
and  CMO,  Cisco 

*IDC 

Analyze  the  Future 


There’s  plenty  of  talk  about  getting  more  “data-driven”  in  the  marketing  department.  What  are 
you  doing  to  bring  more  hard  facts  to  the  table?  Do  you  know  how  much  your  competitors  are 
investing  in  marketing?  Is  your  marketing-mix  best  tuned  to  meet  your  objectives?  Is  your 
marketing  staff  operating  as  efficiently  as  possible?  IDC  can  help.  The  CMO  Advisory 
Service  provides  unique  and  hard-to-obtain  analysis  on  the  tough  questions  of  marketing 
resource  management,  investment,  marketing-mix  allocations,  and  organizational  models. 

IDC’s  CMO  Advisory  —  research  and  insight  to  help  tech  marketers  improve  the  productivity 
and  efficiency  of  their  marketing  practice.  FOR  MORE  INFORMATION  contact  Louise  Revers, 
Marketing  Director,  at  508-988-6915  or  email:  lrevers@idc.com. 


BRING  MORE  HARD 
FACTS  TO  THE  TABLE 
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Hot  new  products  fuel  corporate  growth. 
So  how  to  keep  the  ideas  bubbling?  To  help 
with  their  product  development  process, 
nearly  60  percent  of  marketers  surveyed 
use  outside  services  for 
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® m  when  you  combine 
customer  satisfaction  and 
other  soft  metrics  with 
core  revenue-generation 
metrics,  you  can  tell  a 
pretty  powerful  story.” 

-JERRY  LEVY,  VP  OF  MARKETING,  BAX  GLOBAL 


BOOKS 


A  Whole  New  world 

A  blueprint  for  breaking  into  developing  markets 


SO 


THINKING  ABOUT  HOW  MARKETS 

such  as  China  and  India  will  affect 
your  business  in  coming  years?  Then 
The  86%  Solution:  How  to  Succeed  in  the 
Biggest  Market  Opportunity  of  the  Next 
50  Years  (Wharton  School  Publishing, 
October  2005,  $26.95)  is  well  worth 
reading. 

The  title  refers  to  the  86  percent  of 
the  world's  population 
that  lives  in  developing 
countries  where  per 
capita  GNP  is  less  than 
$10,000  per  year.  It  is  in 
these  countries  that 
much  future  economic 
growth — and  many  mar¬ 
ket  opportunities — lie, 
argue  authors  Vijay 
Mahajan  and  Kamini 
Banga.  Thus  far,  the 
authors  say,  companies 
have  too  often  focused 
their  marketing  disproportionately  on 
the  14  percent  of  the  world's  popula¬ 
tion  living  in  developed  economies. 

That's  a  timely  argument,  since  the 
economic  growth  of  countries  such  as 
China  and  India  is  much  in  the  news. 
And  Mahajan  and  Banga  have  written 
an  interesting  primer  on  marketing 
strategies  in  developing 
nations. 

Marketing  executives  who 
have  read  C.K.  Prahalad's  The 
Fortune  at  the  Bottom  of  the 
Pyramid:  Eradicating  Poverty 
Through  Profits,  may  notice 
some  overlap  of  ideas  or  com¬ 
panies  since  the  two  books 
address  related  topics.  Maha¬ 
jan  and  Banga,  however,  take  a 
different  angle  on  developing 
markets.  Instead  of  focusing 
on  what  Prahalad  calls  "the 
bottom  of  the  pyramid" — the 
4  billion  people  who  live  on 
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less  than  $2  a  day — the  authors  point 
out  that  developing  countries  have 
wealthy  and  middle-class  population 
segments,  as  well.  They  note  that 
"given  the  sheer  size  of  populations  of 
developing  markets,  there  may  soon 
be  more  rich  people  in  the  86  percent 
markets  than  in  the  14  percent  mar¬ 
kets."  Mahajan  and  Banga  also  observe 
that  many  of  these 
nations  have  a  dispro¬ 
portionately  young  pop¬ 
ulation  that  will  drive 
their  economies' growth 
in  coming  decades. 

The  authors  make 
plenty  of  intriguing 
points.  For  example, 
they  suggest  that  com¬ 
panies  can  benefit  from 
a  "ricochet  economy" 
that  connects  immi¬ 
grants  with  the  lands 
they  came  from;  for  instance,  at  Los 
Angeles  electronics  and  furniture 
retailer  La  Curacao,  a  customer  in  the 
United  States  can  purchase  products 
and  have  them  delivered  to  relatives  in 
Mexico.  And  developing  countries 
often  readily  adopt  new  technologies, 
such  as  cell  phones,  because  "the  devel¬ 
oping  world  has  few  legacy  systems" 
to  slow  adoption  rates. 

The  86%  Solution  offers  interesting 
examples  of  companies  that  have  suc¬ 
cessfully  adapted  products  to  local 
sensibilities.  One  is  MTV,  which  plays 
Bollywood  music  in  India,  broadcasts  a 
call  to  prayer  five  times  each  day  in 
Indonesia  and  infuses  a  "salsa  flavor" 
into  its  programming  in  Brazil. 

Marketing  in  the  developing  world 
is  a  broad  topic,  so  The  86%  Solution  is 
naturally  quite  general  in  its  discus¬ 
sion.  It  is  certainly  not  the  last  word  on 
the  subject — but  it  is  a  nice  introduc¬ 
tion.  -Ma  rtha  E.  Ma  ngelsdorf 
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Marketing  on  the  Verge 

ITSMA's  2005  Annual  Conference 

November  7-9,  2005  The  Charles  Hotel  Cambridge,  MA 


Join  ITSMA  and  marketing  leaders  from  across  the  technology  industry  to 
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IS  CLICK  FRAUD? 


ated  with  their  ad  networks.  If  the  ad 
runs  in  an  affiliated  site,  then  Google 
splits  the  payment  with  the  site. 
Click  fraud  occurs  when  some¬ 
one  elides  on  a  PPC  ad  mali¬ 
ciously,  without  intent  to  do 
business  with  the  advertiser. 
There  are  two  main  types  of 
click  fraud.  In  one,  a  company 
will  repeatedly  click  on  com¬ 
petitors'  ads  to  run  up  their 
advertising  costs.  In  the  other, 
an  affiliate  of  an  online  ad  net¬ 
work  clicks  on  ads  at  its  own 
site  to  increase  its  commission. 
Both  people  and  software  are 
used  to  click  on  ads  in  these 
schemes. 


Why  should  CMOS  care  about 
click  fraud? 

Fraudulent  clicks  dilute  PPC  campaigns' 
efficacy  because  the  advertiser  pays  for  clicks 
that  weren't  made  by  potential  customers, 
says  Su  Li  Walker,  a  Yankee  Group  analyst. 
They  also  skew  campaign  results,  cost  money 
and  drain  marketing  budgets.  PPC  ads  are 
usually  delivered  based  on  keywords  entered 
into  search  engines.  Multiple  advertisers 
often  want  their  ads  triggered  by  the  same 
keyword,  so  keywords  are  sold  by  bid.  The  bid 
is  the  amount  the  advertiser  will  pay  when  its 
ad  is  clicked  on.  The  higher  the  bid,  the  higher 
an  ad  will  rank  versus  others  triggered  by  the 
same  keyword.  The  most  popular  keywords 
tend  to  be  the  most  expensive — and  the  most 
likely  to  attract  click  fraud. 

However,  some  CMOs  ought  to  worry 
more  than  others,  says  Kevin  Lee ,  executive 
chairman  of  Did-it,  a  search  engine  market¬ 
ing  company.  "The  incidence  of  click  fraud 
varies  greatly  among  industries,"  he  says. 


What  can  marketers  do  about 
click  fraud? 

Owners  of  ad  networks,  search  engine  mar- 


ONLINE  MARKETERS  have  embraced 
pay-per-click  advertising,  enriching  search 
engine-based  ad  networks  such  as  those  run 
by  Google  and  Yahoo.  Unfortunately,  fraud¬ 
sters  also  participate  in  the  clickfest.  Click 
fraud  incidence  is  unclear,  say  experts,  but  it 
has  become  a  gnawing  concern:  70  percent  of 
online  advertisers  were  concerned  about  the 
phenomenon  or  considered  it  a  problem, 
according  to  a  recent  survey  from  the  Search 
Engine  Marketing  Professional  Organization. 

How  does  click  fraud  work? 

Understanding  click  fraud  requires  grasping 
the  pay-per-click  (PPC)  advertising  model. 
PPC  ads  are  short,  text  based  and  link  to  an 
advertiser's  website.  When  an  ad  is  clicked  on 
by  a  visitor,  the  advertiser  pays  a  fee  to  the  ad 
network  provider.  If  the  ad  runs  in  a  website 
created  or  published  by  Google,  the  payment 
goes  to  Google.  Companies  such  as  Google  and 
Yahoo  also  beam  the  ads  out  to  websites  affili¬ 


lceting  firms,  consultancies  and  advertising 
agencies  are  all  developing  systems  and  serv¬ 
ices  to  detect  click  fraud,  experts  say.  A  CMO 
should  make  sure  his  PPC  partners  are  aware 
of  click  fraud,  proactive  about  detecting  it 
and  capable  of  documenting  it.  That  way,  if  a 
fraud  is  detected,  the  CMO  can  request  a 
refund  from  the  ad  network  provider. 

How  serious  is  the  problem? 

Legal  battles  are  erupting  over  this  issue. 
Google,  for  example,  has  been  on  both  ends  of 
the  fight.  It  successfully  sued  one  of  its  affili¬ 
ates  for  engaging  in  click  fraud,  and  it  is  being 
sued  by  an  advertiser  that  charges  Google 
isn't  doing  enough  to  curb  the  problem. 

How  can  you  tell  if  click  fraud  is  taking 
place? 

Marketers  should  keep  a  wary  eye  on  the  fol¬ 
lowing  indicators:  visitors  who  don't  stay 
long  on  the  advertiser's  site  or  don't  click 
around  it  much;  clicks  on  ads  aimed  at  a  U.S. 
audience  from  faraway  countries  such  as 
I  ndia  or  Romania;  repeat  visitors  from  the 
same  IP  address  and  hits  from  anonymous 
proxy  servers;  and  click-to-sales  conversion 
rates  that  fall  below  expectations. 

-J uan  Carlos  Perez 
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Year  in  which  per  capita  consumer 
spending  for  media  will  surpass 
$1 ,000  for  the  first  time.  Media 
spending  overall  is  forecast  to  pass 
$1  trillion  in  2008. 

SOURCE:  VERONIS  SUHLER  STEVENSON 
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PROLOGUE 


Confessions  of  a 
Cereal  Murderer 


by  lew  McCreary 


The  history  of  promotions  required  lots  of  thinking  inside  of  the  box 


PLENTY  OF  FORMER  KIDS  will  remem¬ 
ber  the  frenzied  task  of  digging  promotional 
giveaways  out  of  cereal  boxes.  Desire  intensi¬ 
fied  as  one  plunged  one's  greedy  hand  into  the 
box,  seeking  the  plunder  of  whatever  cheesy 
novelty  was  inside.  Sometimes  it  was  well 
worth  all  the  damaged,  rearranged  cereal — 
some  of  it  pulverized  into  dust — that  made  the 
violated  box  bulge  obesely  in  the  middle.  I  espe¬ 
cially  remember  a  submersible  plastic  frogman 
with  an  elephantine  foot  into  which  kids  were 
instructed  to  pack  some  of  Mom's  baking  pow¬ 
der.  It  would  sink  to  the  bottom  of  the  bathtub 
until  water  invaded  the  big  foot  through  a 
small  hole,  causing  the  halving  powder  to  bub¬ 
ble  propulsively  and  to  shoot  the  frogman  up  to 
the  surface.  That  was  pretty  cool.  Adding  to  the 
coolness  was  the  fact  that  gratification  was 
nearly  instantaneous — you  just  had  to  reach 
inside  the  box  and  fmd  the  treasure  buried 
beneath  all  those  cornflakes. 

A  stroll  down  the  cereal  aisle  reveals  that 
this  particular  game  is  still  afoot.  In  specially 
marked  boxes  of  various  Kellogg's  cereals,  one 
can  find  Disney  "Wobblers"  (3-inch-tall  fig¬ 
urines  that,  uh,  wobble)  and  Robots  Racers 
modeled  on  characters  from  the  CGI  animated 
film  Robots.  General  Mills'  Cheerios  brand,  in  a 
pitch  calibrated  to  appeal  to  parents  more  than 
kids,  promotes  education  ("Save  box  tops  and 
raise  money  for  your  school!")  and  childhood 
literacy  (General  Mills  contributes  to  an 
organization  that  provides  new  books  to  chil¬ 
dren  in  low-income  homes).  One  of  the  most 
novel  items  I  ever  pulled  out  of  a  box  was  a 
plausible-looking  deed  to  a  small  plot  of  land 
on  the  moon  (a  square  inch  or  maybe  a  whole 


square  foot).  My  all-knowing  parents  assured 
me  that  no  cereal  company  could  offer  such  a 
thing  if  it  wasn't  "real" — for  that  would  be 
fraud!  Although  even  at  my  tender  age  I  won¬ 
dered  on  whose  authority  and  from  what  pre¬ 
vious  owners  the  company  had  secured  the 
aggregate  land  grant  from  which  to  parse 
these  tiny  plots.  But  just  imagine  the  quick¬ 
ened  pulse  of  a  space-explorationToving  lad 
who  sees  the  words  "Free  Land  on  the  Moon!" 
slabbed  in  eager  yellow  on  the  front  of  the  box! 

Promotional  giveaways  are  meant  to  pro¬ 
vide  that  decisive  added  juice  to  get  con¬ 
sumers  to  undertake  an  action  they  might 
otherwise  resist.  Brands  that  slug  it  out  in  a 
crowded  marketplace  grab  whatever  extra 
edge  they  can.  (You  might  reasonably  think  of 
the  little  tchotchke  inside  the  box  as  a  steroid 
injection  into  the  thigh  of  the  quarterly  sales 
effort.)  The  best  promotional  programs  work 
synergistically  to  reinforce  or  dynamically 
amplify  the  established  brand  identity.  For 
instance,  Voiles  wagen  offered  a  free  Trek 
mountain  bike  to  Jetta  buyers  several  years 
ago  as  part  of  its  "Drivers  Wanted"  campaign. 
(VW  has  sponsored  a  mountain-biking  team 
with  Trek  for  the  past  10  years.)  Cheerios, 
known  for  earnestly  touting  its  heart-healthy 
benefits,  takes  an  equally  earnest  tack  in  gear¬ 
ing  its  promotional  focus  toward  education. 

And  banks?  Well,  banks  are  deeply  mysteri¬ 
ous  service  companies  that,  to  an  actual 
banker,  may  be  dramatically  differentiated 
from  one  another.  Yet,  to  a  mere  consumer 
their  differentiation  is  hard  to  discern.  The 
average  shmoe  with  a  checking  account  goes 
for  lower  fees  or  a  hyperabundance  of  handy 


ATMs.  These  are  what  constitute  banking's 
unique  selling  proposition  to  most  buyers.  But 
history  shows  that  throwing  in  a  toaster  never 
hurt.  Banks  flocked  eagerly  to  toasters  in  the 
days  when  literal  home  economics  tended  to  be 
managed  by  wives  more  than  husbands  (whose 
love  of  toasters  is  not  well-established). 

The  toasters  are  pretty  much  gone  from 
banks.  Gizmos  and  other  goodies  are  in.  Nowa¬ 
days,  open  an  account  and  you  might  get 
yourself  a  PDA  or  an  MP3  player  (the  $99  iPod 
Shuffle  seems  made  for  such  promotions). 
According  to  a  Greater  Milwaukee  Business 
Journal  article  on  bank  promotions,  US  Bank 
has  a  program  that  allows  customers  to  earn 
points  with  each  bank  card  transaction  that 
can  be  redeemed,  in  the  manner  of  green 
stamps,  for  merchandise  and  other  bennies. 
The  article  ( wivw.bizjournals.com/inilwaukee 
/ 'stories/2005/08/08/f ocus3.html )  reports  that 
Wells  Fargo  Bank  is  making  like  Cheerios, 
with  a  school  fund-raising  program  in  which 
the  bank  makes  direct  cash  donations  to  a  cus¬ 
tomer's  local  school  district  based  on  the 
number  of  services  the  customer  signs  up  for. 

What's  interesting  about  promotions  is 
what  they  say  about  who  you  think  your  cus¬ 
tomers  are,  and  whether  they're  more  likely 
to  respond  to  stimuli  targeting  the  amygdala 
or  the  cerebral  cortex.  It's  the  fundamental 
difference  between  plunging  your  meat 
hooks  down  into  the  depths  of  the  cereal  box 
and  staying  above  the  fray  by  clipping  and 
saving  the  box  top.  • 


Editorial  Director  Lew  McCreary  can  be  reached  at 
mccreary@cxo.  com. 
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